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U.S.-CHINA  RELATIONS:  NEXT  STEPS 


THURSDAY,  SEPTEMBER  19,  1996 

House  of  Representatives, 
Committee  on  International  Relations, 
Subcommittee  on  International  Economic  Policy  and 

Trade,  and 
Subcommittee  on  Asl\  and  the  Pacific, 

Washington,  DC. 

The  subcommittees  met,  pursuant  to  notice,  at  2:35  p.m.,  in  room 
2172,  Rayburn  House  Office  Building,  Hon.  Toby  Roth  (chairman 
of  the  Subcommittee  on  International  Economic  Policy  and  Trade) 
presiding. 

Mr.  Roth.  This  hearing  is  scheduled  to  start  at  2:30  p.m.,  and 
we  would  like  to  start  on  time. 

For  the  benefit  of  our  witnesses,  there  are  times  in  the  legislative 
body  that  we  have  what  is  called  "fun-and-games".  That  happens 
to  be  one  of  the  things  going  on  on  the  floor  right  now,  but  I 
thought  we  would  start  the  hearing. 

We  have  our  members  coming  over.  We  have  a  vote  now.  We  will 
probably  have  another  one  in  about  20  minutes. 

Let  me  say  that  in  today's  hearing  we  will  examine  the  current 
status  of  relations  between  China  and  the  United  States,  and  the 
steps  needed  to  put  our  relations  on  a  more  stable  and  productive 
path.  Our  witnesses  here  today  are  ideally  suited  to  help  the  Con- 
gress in  that  respect. 

This  is  the  single  biggest  economic  challenge  that  we  face.  I 
think  on  our  planet  today,  one  person  in  five  is  Chinese.  During 
the  1990's,  China  has  had  the  fastest  growing  economy  in  the 
world.  More  global  investment  is  flowing  into  China  than  any  other 
country.  In  10  years,  China's  economy  will  double  in  size.  It  makes 
China  the  biggest  prize  in  the  global  competition  for  newly  emerg- 
ing markets,  and  that  is  a  real  opportunity. 

In  reality,  China  has  replaced  Japan  as  the  biggest  bilateral 
trade  problem.  Moreover,  China  is  a  challenge  for  us  on  other 
fronts  as  well — weapons  proliferation,  threats  to  Taiwan,  the  terri- 
torial claims  in  Southeast  Asia,  to  name  a  few.  The  bottom  line  is 
that  China  is  vital  to  the  United  States  both  for  trade  and  for  secu- 
rity. 

It  should  be  clear  to  everyone  that  our  current  approach  to  China 
is  not  working.  In  truth,  our  current  policy  toward  China  is  bank- 
rupt, symbolized  by  the  pointless  annual  fight  over  MFN.  We  need 
a  new  long-term  strategy  to  put  our  relations  on  a  stable,  produc- 
tive course.  This  is  in  our  long-term  national  interest,  I  believe. 
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Also,  my  view  is  that  we  will  find  the  keys  to  a  more  effective 
China  policy  in  the  private  sector,  not  in  government.  Therefore, 
we  will  hear  today  from  three  experts  on  China  who  are  not  cap- 
tured by  the  same  old  conventional  bureaucratic  thinking. 

William  Hudson,  CEO  of  AMP,  Inc.,  has  had  long  involvement  in 
trading  with  China.  Lawrence  Clarkson,  a  senior  vice-president  of 
Boeing,  represents  the  company  with  the  single  greatest  success  in 
the  China  market.  Professor  Minxin  Pei  is  one  of  our  leading  China 
scholars. 

Gentlemen,  I  really  appreciate  you  three  very  important  wit- 
nesses coming  to  Capitol  Hill  this  afternoon.  I  just  want  you  to 
know  that  we  have  had  a  chance  to  look  at  your  testimony.  We  are 
going  to  be  hearing  from  you  and  asking  you  a  few  questions.  It 
is  a  thrill  for  me  when  we  have  such  an  important  issue  as  this 
to  have  three  such  distinguished  witnesses. 

We  are  going  to  start  with  Mr.  Bill  Hudson,  but  before  I  do,  let 
me  call  on  our  chairman,  Mr.  Bereuter,  for  any  comments  that  he 
may  have. 

Mr.  Bereuter.  Chairman  Roth,  I  join  you  in  your  enthusiastic 
welcome  of  our  witnesses  here  today. 

In  June  of  this  year,  many  Members  of  Congress  who  steadfastly 
opposed  normal  trade  relations  with  the  People's  Republic  of  China 
stood  on  the  House  floor  and  said,  "Nothing  in  China  has  changed." 
They  alleged  that  human  rights  had  not  improved,  and  they  as- 
serted that  China  remained  belligerent  toward  its  neighbors,  espe- 
cially Taiwan. 

I  fully  share  the  general  concern  about  the  status  of  PRC-Tai- 
wanese  relations.  However,  while  I  recognize  there  are  legitimate 
questions  to  be  raised  regarding  human  rights,  and  that  is  an  un- 
derstatement, I  do  believe  that  there  has  been  demonstrable 
progress  in  the  PRC  on  a  wide  range  of  fronts  and  that  Chinese 
society  indeed  is  becoming  more  open. 

Today  we  will  be  presented  with  excellent  testimony  from  Dr. 
Minxin  Pei,  a  well  respected  Princeton  scholar,  who  has  observed 
firsthand  the  changes  in  that  country.  Without  preempting  his  tes- 
timony, I  can  say  that  Dr.  Pei  today  will  describe,  according  to  his 
written  testimony,  the  movement  toward  a  more  tolerant,  open  and 
free  market-oriented  China. 

He  describes  a  China  where  people  can  vote  in  village  elections, 
sue  the  government  and  move  for  greater  economic  opportunity.  It 
is  clearly  a  China  that  greatly  differs  from  the  horrendous  period 
of  the  Cultural  Revolution,  yet  I  would  say  to  my  colleagues  that 
all  of  us  recognize  that  certainly  all  is  not  well  in  China. 

Anti-American  sentiment  is  growing,  and  this  summer  a  book  en- 
titled "The  China  That  Can  Say  No"  was  written  by  the  same  stu- 
dents who  were  former  pro-democracy  rebels.  Unfortunately,  it  has 
become  an  instant  best  seller. 

Patrick  Tyler  of  the  New  York  Times  recently  wrote,  "In  the 
book,  western  countries  are  portrayed  as  stifling  China's  emergence 
as  a  great  power,  interfering  in  China's  internal  affairs  over  Tai- 
wan and  Tibet,  and  practicing  a  repugnant  brand  of  moral  superi- 
ority and  human  rights." 

Some  people  have  alleged  that  the  Chinese  Communist  party  put 
the  student  authors  up  to  the  task.  This  may  or  may  not  be  the 


case,  but  this  sort  of  discussion  misses  the  point.  I  am  concerned 
that  there  are  individuals  in  both  the  United  States  and  China  who 
seem  committed  to  stoking  the  fires  of  animosity. 

The  United  States  and  the  PRC  do  not  have  to  be  enemies,  and 
they  are  not  at  this  point.  But,  it  seems  that  there  are  individuals 
in  both  countries  who  are  perfectly  willing  for  an  adversarial  rela- 
tionship to  emerge.  At  the  very  least,  we  should  make  every  effort 
to  base  our  decisions  on  facts  rather  than  on  rumor  and  innuendo. 

Today  we  will  also  hear  from  those  who  have  witnessed  the 
American  influence  that  has  greatly  led  to  a  positive  change  in 
China.  Mr.  Lawrence  Clarkson  and  Mr.  William  Hudson  can  attest 
that  the  Chinese  want  our  products  and  that  they  want  to  emulate 
our  free-market  principles. 

Like  Dr.  Pei,  they  can  also  attest  to  the  fact  that  our  missteps 
or  actions  based  on  the  false  assumption  that  nothing  has  changed 
in  China  greatly  undermine  our  ability  to  positively  influence  that 
country. 

Perhaps  it  is  more  appropriate  to  say  that  nothing  has  changed 
in  the  U.S.  foreign  policy  with  China.  We  continue  to  insist  on  an 
annual  review  of  our  trade  relations  with  China  that  only  under- 
mines our  overall  objectives  with  that  country.  We  waste  our  pre- 
cious economic  and  commercial  leverage  by  engaging  in  threats 
that  the  PRC  knows  we  will  not  implement. 

Mv  colleagues,  if  we  continue  to  believe  that  nothing  has  changed 
in  Cfhina  and  if  we  fail  to  update  our  own  strategies  toward  that 
country,  we  stand  the  risk  of  further  alienating  those  Chinese  who 
favor  and  work  for  better  Sino-American  relations.  Perhaps  we 
should  change  our  own  perception  of  China  as  well. 

Thank  you,  Mr.  Chairman. 

Mr.  Roth.  Mr.  Chairman,  thank  you  for  your  excellent  state- 
ment. 

Now  we  are  going  to  go  to  a  name  that  is  harder  to  pronounce 
than  Bereuter.  We  are  going  to  go  to  Mr.  Faleomavaega.  Do  you 
have  any  statement  to  maker 

Mr.  Faleomavaega.  John  Wayne  might  be  better,  Mr.  Chairman. 
Yes,  I  do  have  a  few  observations  to  make,  if  I  may. 

I  certainly  would  like  to  commend  both  of  you  gentlemen  for  your 
respective  leadership  in  the  subcommittees  that  are  very  important 
in  the  activities  of  our  committee. 

I  have  been  a  member  of  this  committee  now  for  about  8  years, 
and  I  remember  distinctly  that  before  coming  to  the  committee  I 
was  very  critical  of  our  foreign  policies.  The  fact  is  that  when  you 
talk  about  the  Asia-Pacific  region,  nobody  seems  to  want  to  pay 
much  attention  to  it.  I  think  the  mentality  of  our  policy  makers 
here  in  Washington  is  basically  centered  on  Europe  and  the  Middle 
East.  It  is  the  Middle  East  and  Europe.  It  is  Europe,  the  Middle 
East  and  nothing  more. 

I  remember  distinctly  when  I  first  requested  to  be  a  member  of 
the  Subcommittee  on  Asia  and  the  Pacific  that  it  was  like  the 
plague.  Having  members  join  the  Subcommittee  on  Asia  and  the 
Pacific  was  really  stretching  it  because  everybody  wanted  to  be  on 
Europe  and  the  Middle  East.  This  was  8  years  ago. 

I  think  because  of  the  very  unhappy  experience  that  we  had  in 
Vietnam,  the  American  public  has  also  had  a  very  negative  percep- 


tion  and  stereotyping  of  the  region.  I  guess  I  am  being  partial,  Mr. 
Chairman,  because  I  am  from  the  Pacific  region  with  very  fond 
feelings  and  affection  for  this  area. 

I  think  our  country  should  not  neglect  the  fact  that  our  trade  re- 
lationship with  the  Asia-Pacific  region  far  exceeds  what  we  do  now 
in  Europe — almost  twice  as  much,  in  excess  of  about  $300  billion 
plus  trade  with  this  region.  So,  of  course,  China  becomes  very,  very 
important  in  this  equation. 

With  1.2  billion  people,  how  could  you  possibly  say  that  this  does 
not  have  some  economic  impact  on  the  affairs  or  our  country?  Right 
next  to  China,  of  course,  is  the  largest  democracy  of  the  world  with 
970  million  people  in  India. 

Mr.  Chairman,  I  thank  both  of  you  for  really  giving  this  greater 
visibility  in  the  activities  of  the  committee  and  for  bringing  such 
pronounced  experts,  like  the  gentlemen  we  have  before  us  today,  to 
give  us  the  benefit  of  their  reasoning  and  their  opinions  as  to  why 
this  country  should  not  neglect,  or  should  I  say  why  this  country 
should  pay  more  attention  to,  not  only  to  our  economic  interests, 
but  to  the  fact  that  two-thirds  of  the  world's  population  resides  in 
this  region  of  the  world. 

This  is  what  really  gets  me.  We  forget  the  fact  that  these  nations 
are  very  much  up  to  par  with  the  technology  and  everything  that 
we  can  think  about.  The  Asia-Pacific  region  ought  not  be  neglected 
in  the  policy  making  process  of  our  nation. 

I  welcome  the  gentlemen  before  our  subcommittees,  and  I  thank 
you  both,  gentlemen,  for  initiating  this  hearing.  I  look  forward  to 
hearing  the  testimony  of  these  gentlemen. 

Thank  you,  Mr.  Chairman. 

Mr.  Roth.  Thank  you  very  much,  John  Wayne.  It  is  good  to  have 
you  with  us  this  afternoon. 

Being  that  we  have  a  vote  on  now,  I  would  ask  the  other  chair- 
man to  go  and  vote  so  that  we  can  keep  the  hearing  moving  along. 

We  are  going  to  take  the  testimony  today  because  of  the  floor  ac- 
tion and  make  sure  that  every  member  of  our  committee  has  a 
chance  to  receive  your  testimony.  I  am  going  to  take  it  upon  myself 
to  make  sure  that  the  testimony  you  put  into  the  record  goes  to  all 
of  our  committee  members. 

Let  us  begin  with  William  Hudson,  who  is  also  representing  The 
National  Association  of  Manufacturers  (NAM).  Mr.  Hudson,  I  have 
read  your  statement.  I  think  it  is  very  good.  We  respect  you  very 
much  for  your  insight  and  your  talent,  and  we  are  going  to  ask  you 
to  proceed  with  your  testimony. 

STATEMENT  OF  MR.  WILLIAM  J.  HUDSON,  PRESIDENT  AND 
CEO,  AMP,  INC.,  ON  BEHALF  OF  THE  NATIONAL  ASSOCIA- 
TION OF  MANUFACTURERS 

Mr.  Hudson.  Thank  you.  Chairman  Roth  and  Chairman  Bereu- 
ter,  I  commend  you  for  convening  this  meeting  and  this  hearing  on 
the  future  of  our  country's  commerce  with  the  People's  Republic  of 
China.  I  thank  you  for  giving  me  and  NAM  this  opportunity  to 
present  our  views. 

Let  me  start  with  a  few  comments  about  NAM  and  about  AMP, 
Inc.  NAM  was  founded  in  Cincinnati  in  1895.  One  of  NAM's  easi- 
est goals  was  to  open  markets  in  China  for  American  manufactur- 


ers.  Today,  NAM  is  one  of  the  nation's  premiere  business  organiza- 
tions with  over  14,000  members  and  offices  throughout  the  United 
States.  Helping  American  companies  win  new  business  in  China 
and  throughout  the  world  is  still  one  of  NAM's  goals. 

While  I  am  talking  about  NAM,  let  me  add  that  I  am  very  happy 
that  Larry  Clarkson  of  Boeing  is  part  of  this  panel.  For  the  past 
2  years,  Larry  has  chaired  NAM's  trade  committee  and  has  contrib- 
uted enormously  to  NAM's  work  in  this  area. 

My  company,  AMP,  Inc,.  was  founded  in  1941.  It  is  a  global  com- 
pany with  1995  sales  of  over  $5.2  billion.  Fifty-seven  percent  of 
that  was  earned  from  sales  outside  of  the  United  States.  AMP's 
products  are  electrical  and  electronic  connectors  and  connection 
systems  and  also  tools  and  machinery  for  applying  those  products. 
We  have  been  in  China  since  1991,  where  we  have  approximately 
300  full-time  employees. 

The  people  who  work  in  our  facilities  in  China  are  not  taking 
jobs  away  from  workers  in  Pennsylvania  or  the  Carolinas  or  the 
rest  of  the  United  States.  They  are  doing  work  that  has  to  be  done 
in  China,  and  in  doing  it  they  are  making  all  of  AMP  a  stronger 
company. 

Further,  there  is  a  favorable  trade  balance  between  our  U.S.  op- 
erations and  China.  As  important  as  China  is,  China's  specific  poli- 
cies in  the  business  arena  are  almost  certain  to  fail  unless  they  are 
expressions  of  a  broadly  shared  understanding  of  the  role  of  Amer- 
ican companies  in  the  global  marketplace. 

To  go  back  a  bit,  the  fact  that  57  percent  of  our  sales  are  outside 
the  United  States  is  a  statistic  worthy  of  a  moment's  reflection.  It 
is  hard  to  think  of  a  large  American  company  that  does  not  derive 
a  significant  percent  of  its  revenue  from  foreign  sales.  For  General 
Electric,  it  is  38  percent.  For  IBM,  it  is  55  to  60  percent.  For  Proc- 
ter &  Gamble  it  is  over  50  percent,  as  it  is  for  Caterpillar. 

For  these  companies  and  many  others,  the  ratio  of  sales  abroad 
to  total  revenue  is  much  larger  than  it  was  a  decade  ago  and  a 
fraction  of  what  it  will  need  to  be  a  decade  from  now. 

American  companies,  and  indeed  the  American  people,  have  a 
very  large  stake  in  our  ability  to  succeed  in  foreign  markets.  One 
way  to  think  about  this  is  to  contemplate  what  it  would  mean  if 
the  revenue  of  the  Fortune  500  were  cut  by  30  to  60  percent,  and 
yet  it  often  seems  that  U.S.  policies  are  not  predicated  on  the  belief 
that  American  companies  need  to  be  successful  internationally. 
Rather,  the  driving  assumption  seems  to  be  that  international  com- 
merce is  of  marginal  value  to  America,  more  a  favor  we  do  for  oth- 
ers than  an  imperative  that  we  undertake  for  our  own  well  being 
and  our  own  future. 

Notwithstanding  the  need  for  some  export  controls  and  the  laud- 
able goals  behind  the  newly  minted  sanctions  bills,  our  policies  in 
this  area  give  short  shrift  to  the  importance  of  international  com- 
merce to  the  United  States. 

The  Administration's  recommendation  that  the  U.S.  Export/Im- 
port Bank  not  assist  U.S.  companies  in  connection  with  China's 
Three  Gorges  Dam  project  also  bespeaks  the  same  lack  of  apprecia- 
tion for  the  need  of  U.S.  firms  to  be  able  to  win  in  international 
markets. 


I  would  add  that  the  consequences  of  decisions  like  this  reach  far 
into  the  future.  The  buyer  that  goes  to  a  U.S.  rival  originally  is 
likely  to  go  back  again  and  again  for  replacement  equipment,  spare 
parts  and  training.  Consequently,  business  that  might  have  kept 
Americans  at  work  for  many  years  goes  instead  to  our  foreign  com- 
petitors. 

I  suspect  you  in  Congress  sometimes  wonder  whether  those  of  us 
in  business  see  any  relationship  at  all  between  the  activities  of 
American  companies  abroad  and  other  non-economic  policy  inter- 
ests that  our  country  has  in  various  parts  of  the  world.  We  do. 
Clearly,  the  greater  the  economic  involvement  the  United  States 
has  with  another  country,  the  more  influence  we  have,  but  it  is  in- 
fluence of  a  special  kind,  and  it  can  be  easily  lost  if  it  is  improperly 
used. 

Other  countries  simply  will  not  tolerate  regular  overt  inter- 
ference in  their  societies  by  U.S.  leaders  brandishing  economic 
threats.  Thus,  frequent  or  casual  use  of  U.S.  economic  power  in  to- 
day's world  rapidly  diminishes  such  power.  When  large  issues  are 
at  stake,  however,  one  can  be  sure  that  other  governments  them- 
selves will  take  into  account  the  economic  leverage  that  the  United 
States  may  have  as  a  result  of  the  international  activities  of  U.S. 
companies. 

The  argument  here  is  that  policymakers  should  regard  the  for- 
eign commerce  of  American  firms  as  long-term  investments.  Given 
time,  these  investments  can  positively  anect  relationships  between 
the  United  States  and  others,  but  they  should  not  be  bartered  away 
for  short-term  policy  objectives. 

When  disputes  are  purely  commercial,  the  situation  is  different. 
Then  the  U.S.  Government  must  vigorously  defend  U.S.  interests. 
Tough  actions  such  as  IPR  sanctions  against  China  that  were 
threatened  earlier  this  year  are  often  a  necessary  part  of  inter- 
national commercial  politics.  Defending  one's  commercial  interests 
in  the  integrity  of  trade  agreements,  however,  is  quite  different 
from  demanding  immediate  social  and  political  change  for  the 
privilege  of  trading  with  the  United  States. 

There  are  three  points  especially  that  we  hope  you  will  consider 
when  you  make  decisions  about  China.  They  are  these.  China  is 
important  to  the  U.S.  economy,  American  business  is  a  positive 
force  in  China,  and  the  importance  of  Sino-American  economic  rela- 
tions will  increase  dramatically  when  Hong  Kong  passes  from  Brit- 
ish to  Chinese  rule. 

U.S.  companies  in  China  employ  many  Chinese  citizens.  These 
people  work  with  Americans  every  day,  interacting  with  us  by  E- 
mail,  fax  and  telephone,  as  well  as  face-to-face  settings.  If  we  wish 
to  share  our  values  with  people  in  China,  there  is  no  more  effective 
way  of  doing  so  than  working  with  them. 

Moreover,  my  company  and  other  American  companies  are 
exemplars  in  adherence  to  worker-safety  environmental  protection 
standards,  and  our  work  in  these  areas  nas  beneficial  effects  on  the 
practices  of  Chinese  firms.  The  American  commercial  presence 
helps  Chinese  managers  in  these  areas,  and  it  helps  introduce  the 
role  of  law. 

I  know  the  Jackson-Vanik  amendment  and  its  history  are  very 
familiar  to  you,  but  let  me  review  some  of  the  highlights.  The  goal 


of  the  amendment  was  to  persuade  the  Soviet  Union,  a  country 
that  no  longer  exists,  to  remove  barriers  to  the  immigration  of  So- 
viet Jews. 

When  the  United  States  and  China  negotiated  a  trade  agreement 
in  1979,  both  sides  understood  that  in  a  formal  sense,  the  Jackson- 
Vanik  amendment  would  apply  to  China.  For  a  decade,  though, 
neither  country  regarded  the  U.S.  law  as  an  obstacle;  not,  that  is, 
until  the  events  in  Tiananmen  Square  in  June  1989. 

From  1990  on,  the  yearly  granting  of  a  Jackson-Vanik  waiver  for 
China  has  been  a  major  political  event  in  the  United  States.  The 
issue  has  not  been  just  China's  immigration  policy.  The  annual 
U.S.  debate  about  China's  Jackson-Vanik  waiver  has  encouraged  a 
wide  variety  of  interests  here  to  suggest  that  further  trade  with 
China  should  be  held  hostage  to  a  laundry  list  of  U.S.  demands. 
Wisely,  the  Congress  has  rejected  this  course. 

Nevertheless,  this  annual  exercise  has  been  quite  harmful. 
Among  other  things,  it  has  introduced  a  costly  cyclicality  into  our 
commercial  relations  with  China.  When  threatened  with  the  with- 
drawal of  MFN,  that  is  with  punitively  high  tariffs  in  the  United 
States,  China  has  responded  with  actions  designed  to  show  the 
United  States  that  it  has  ultimate  sources  of  supply  for  the  things 
that  it  buys  from  the  United  States. 

China's  highly  publicized  purchase  this  past  April  of  airplanes 
from  Airbus  Industry  may  be  the  most  recent  vivid  example  of  this 
kind  of  cyclicality.  There  is  something  wrong  when  a  predictable, 
even  if  unintended,  consequence  of  U.S.  policy  is  to  undercut  Amer- 
ican exporters. 

The  process  has  made  American  firms  hostages  of  the  vagaries 
in  Sino-American  government  relations,  and  it  has  led  to  the  Chi- 
nese, understandably,  to  regard  U.S.  firms  as  less  reliable  suppliers 
than  others. 

Finally,  the  annual  MFN  renewal  exercise  inhibits  American 
companies  from  pursuing  long-term  strategies  for  China.  We  need 
a  new  approach.  It  does  not  make  sense  for  America's  trade  with 
China  to  be  so  strongly  influenced  by  a  law  that  was  aimed  at  the 
Soviet  Union  and  at  a  problem  that  is  not  particularly  relevant  to 
China. 

NAM  has  for  some  time  believed  that  the  Jackson-Vanik  amend- 
ment should  be  repealed.  I  appreciate,  Mr.  Chairman,  that  that  is 
a  tall  order  and  further  that  there  are  a  number  of  issues  that  will 
enter  into  your  deliberations  on  this  subject.  Maybe  at  the  end  of 
the  day  some  other  course  will  seem  more  appropriate.  Whatever 
that  course  is,  we  need  to  find  it  soon. 

I  hope,  therefore,  that  today's  hearing  will  mark  the  beginning 
of  a  major  effort  by  the  Congress  to  find  better  mechanisms  for 
managing  our  trade  with  China.  Like  a  number  of  NAM  companies, 
AMP  is  involved  in  the  effort  to  explain  to  our  employees  and  our 
fellow  citizens  why  it  is  important  for  our  company  and  our  country 
to  build  a  solid,  mutually  beneficial  trading  relationship  with 
China. 

The  goal  of  this  project  is  a  normal  commercial  relationship. 
Often  we  translate  MFN  to  mean  normal  trade,  but  that  is  only  the 
first  step.  There  are  other  steps,  including  bringing  China  into  the 
World  Trade  Organization,  liberalizing  the  U.S.  export  control  laws 
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and  ending  the  sanctions  that  the  United  States  imposed  on  China 
after  Tiananmen  Square. 

Achieving  these  objectives  will  require  changes  in  China,  as  well 
as  in  the  United  States.  China  is  far  from  havmg  a  proposal  for  its 
admission  into  the  WTO  that  either  the  United  States  or  other 
WTO  members  should  accept.  The  proposal  that  can  be  accepted 
will  need  to  include,  for  example,  a  genuine  commitment  to  na- 
tional treatment  in  China.  We  should  also  insist  on  significant  tar- 
iff reductions  in  China. 

Assuming  good  faith  on  everyone's  part,  and  I  do,  these  obstacles 
can  be  overcome.  I  hope  they  will  be.  Both  China  and  the  United 
States  will  benefit  greatly  from  China's  membership  in  the  WTO. 
Even  after  China  becomes  a  WTO  member,  we  will  have  trade  dis- 
putes with  China.  Inevitably,  commerce  involves  a  certain  number 
of  disputes.  We  have  them  with  Canada,  and  we  have  them  with 
Germany,  and  we  will  have  them  with  China. 

NAM  is  convinced,  however,  that  future  trade  disputes  with 
China  will  be  much  more  manageable,  more  easily  resolved  and 
less  threatening  to  the  overall  relationship  if  they  occur  within  the 
context  of  the  WTO. 

On  behalf  of  NAM,  I  would  like  to  make  one  last  request.  Please 
do  not  micromanage  the  relationship  between  the  United  States 
and  China. 

What  does  that  mean?  In  the  area  of  China's  admission  to  the 
WTO,  it  means  not  encumbering  U.S.  negotiators  with  new  legisla- 
tive restraints.  Obviously,  Congress  must  be  kept  informed  about 
WTO  accessions  on  negotiations  with  China.  It  would,  however,  be 
a  disturbing  break  with  precedent  if  these  negotiations  were  fur- 
ther politicized  by  new  legislation. 

In  other  areas  such  as  the  Jackson-Vanik  amendment,  legislation 
may  be  required.  Here  the  request  that  Congress  not  micromanage 
the  relationship  is  meant  to  underscore  that  the  President,  any 
President,  will  need  flexibility  in  dealing  with  China.  This  is  not 
a  relationship  that  we  can  afford  to  put  on  automatic  pilot. 

There  are  a  number  of  concerns  I  have  not  touched  on  here,  in- 
cluding our  rising  trade  deficit  with  China  and  the  problems  that 
may  arise  in  connection  with  a  transfer  of  Hong  Kong  to  Chinese 
sovereignty. 

The  larger  trends,  however,  are  very  positive.  Whether  one  is 
chronicling  China's  GDP  growth  or  the  treatment  of  dissidents, 
China  has  made  enormous  progress  toward  international  norms 
and  a  better  life  for  its  people  since  1979.  In  the  same  period,  we 
have  seen  an  explosion  of  business  opportunities  in  China  which 
American  companies  cannot  ignore. 

I  would  also  note  for  the  subcommittees  that  the  foreign  currency 
reserves  of  Hong  Kong  and  China  combined  total  well  over  $100 
billion,  placing  China  behind  only  Japan  for  this  important  indica- 
tor of  economic  might. 

As  for  the  most  recent  developments,  I  believe  they,  too,  have 
been  more  positive  than  negative.  Here  I  have  in  mind  China's 
commitment  earlier  this  year  to  tough  new  obligations  with  respect 
to  the  protection  of  intellectual  property  rights  and  the  Congress' 
strong  expression  of  support  in  June  for  a  continuation  of  the  most 
favored  nation  relationship  with  China  and  the  indications  we  have 


had  recently  that  now  both  Washington  and  Beijing  may  be  more 
firmly  committed  to  successfully  addressing  the  obstacles  to  Chi- 
na's membership  in  the  WTO. 

The  challenge  for  all  of  us  is  to  keep  the  good  news  coming,  while 
responding,  but  not  overreacting,  to  the  bad.  We  believe  that  a  seri- 
ous effort  to  create  a  generally  normal  commercial  relationship 
with  China  is  one  of  the  best  tools  we  have  for  doing  that. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Hudson  appears  in  the  appen- 
dix.] 

Mr.  Bereuter.  I  thank  you  very  much,  Mr.  Hudson. 

I  apologize  for  not  being  here  for  part  of  your  oral  presentation. 
We  are  switching  in  this  chair  while  we  are  completing  what  is 
supposed  to  be  the  last  vote  of  the  day. 

I  did  receive  your  testimony  in  a  timely  fashion,  so  I  have  read 
it  and  marked  it  up.  I  appreciate  it  very  much. 

Mr.  Hudson.  Thank  you. 

Mr.  Bereuter.  You  gave  us  the  admonition  that  we  should  not 
micromanage  Chinese-American  relations.  That  is  an  appropriate 
kind  of  advice.  It  is  a  little  tough  for  a  Congress  where,  allegedly, 
we  have  535  would  be  Secretaries  of  State  and  Secretaries  of  De- 
fense. 

In  this  committee  we  are  frustrated  sometimes,  since  we  do  spe- 
cialize to  some  extent  in  international  relations,  to  find  that  while 
we  are  not  expected  and  not  accepted  as  experts  on  hazardous 
waste,  grazing  policy  or  any  of  the  other  domestic  programs,  our 
colleagues  are  all  automatically  Secretaries  of  State. 

Next  we  will  hear  from  Mr.  Lawrence  W.  Clarkson,  senior  vice- 
president.  The  Boeing  Company.  Mr.  Clarkson,  thank  you  for  com- 
ing to  testify.  Your  entire  statement  will  be  made  a  part  of  the 
record,  and  you  may  proceed  as  you  wish. 

STATEMENT  OF  MR.  LAWRENCE  W.  CLARKSON,  SENIOR  VICE- 
PRESIDENT  FOR  PLANNING  AND  INTERNATIONAL  DEVELOP- 
MENT, THE  BOEING  COMPANY 

Mr.  Clarkson.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  be 
here  today  to  provide  the  views  of  The  Boeing  Company  on  what 
is  indisputably  one  of  the  issues  that  will  most  dramatically  affect 
our  future  competitiveness,  namely  the  future  of  U.S. -China  com- 
mercial relations. 

While  I  am  testifying  on  behalf  of  The  Boeing  Company,  I  would 
like  to  note  that  I  am  also  wearing  my  hat  as  a  member  of  the 
U.S. -China  Business  Council,  the  principal  organization  of  Amer- 
ican companies  engaged  in  trade  and  investment  with  China,  and, 
as  Mr.  Hudson  has  kindly  noted,  I  have  the  pleasure  of  serving 
with  him  on  NAM's  board  of  directors.  I  am  the  outgoing  chairman 
of  the  international  trade  committee,  of  which  he  is  the  incoming 
chairman. 

Chairman  Bereuter,  I  want  to  underscore  Bill  Hudson's  acknowl- 
edgement of  the  strong  leadership  both  vou  and  vour  fellow  chair- 
man exerted  on  the  issue  of  the  annual  renewal  of  MFN  trading 
status  for  China.  The  impressive  vote  in  June  reflected  your  efforts 
and  the  support  of  a  majority  of  both  subcommittees'  membership. 


10 

Chairman  Bereuter,  I  also  want  to  commend  you  for  your  bold 
statement  before  NAM  on  the  need  to  move  beyond  the  divisive 
MFN  debate.  It  was  a  clarion  call  for  action  by  the  business  com- 
munity, opinion  leaders  and  the  American  public,  which  I  can  as- 
sure you  did  not  fall  on  deaf  ears. 

I  would  like  to  summarize  my  remarks,  as  you  have  said  my  full 
statement  will  be  included  in  the  record. 

Today's  hearing  provides  an  excellent  opportunity  to  re-examine 
the  foundations  of  U.S. -China  commercial  policy  and  to  begin  the 
process  of  bringing  it  up  to  date.  There  is  no  doubt  in  our  mind, 
in  the  minds  of  many  of  our  colleagues  in  the  business  community, 
that  the  time  is  right  to  begin  this  process. 

As  you  begin  recasting  U.S. -China  commercial  policy,  I  would 
urge  you  to  keep  in  mind  three  guiding  principles.  First,  stability 
and  predictability  in  U.S. -China  relations  are  paramount  to  U.S. 
business  efforts  to  participate  in  China's  rapid  economic  growth. 

Our  ability  to  sell  in  China  would  be  dramatically  improved  if 
U.S.  policies  were  more  stable  and  predictable.  The  logic  is  simple. 
Stability  and  predictability  mean  fewer  reasons  for  the  Chinese 
Government  to  slow  down  the  procurement  process. 

Today,  we  have  more  than  $6  billion  in  Chinese  airline  orders 
pending.  Because  of  the  key  role  of  the  Chinese  Government  in  ap- 
proving airline  purchases,  it  is  understandable  why  these  sales 
have  not  been  finalized.  It  would  be  difficult,  and  perhaps  impru- 
dent, for  any  government  to  announce  multi-billion  dollar  procure- 
ments when  U.S.  economic  sanctions  were  pending,  we  were  at  the 
brink  of  a  trade  war,  or  it  faced  the  prospect  of  prohibitively  high 
tariffs  that  would  limit  China's  exports  to  the  United  States. 

Stability  and  predictability  become  even  more  important  when 
we  contrast  our  commercial  Chinese  policy  with  that  of  the  Euro- 
peans. Europe  extends  MFN  or  standard  tariff  treatment  to  China 
just  as  it  does  to  the  majority  of  its  trading  partners  on  a  perma- 
nent basis.  This  contrast  in  policy  has  not  gone  unnoticed  in 
Beijing  and  clearly  contributed  to  China's  decision  to  purchase  $1.5 
billion  in  Airbus  aircraft  last  April. 

Second,  stability  and  predictability  can  only  be  achieved  if  we  de- 
velop and  implement  what  we  call  a  normal  commercial  relation- 
ship with  China. 

Because  U.S.  commercial  policy  has  no  solid  foundation,  it  is  sub- 
ject to  change  based  upon  emotionally  charged  events.  The  annual 
MFN  extension  is  a  good  case  in  point.  Under  Jackson-Vanik  provi- 
sions, the  basis  for  extending  MFN  to  China  should  be  limited  to 
two  tests:  Do  we  have  a  bilateral  trade  agreement  with  China,  and 
does  China  allow  freedom  of  emigration?  The  answer  to  both  of 
these  questions  is  clearly  yes. 

Instead,  MFN  extension  has  become  an  annual  opportunity  to  de- 
bate the  overall  state  of  U.S. -China  relations,  a  process  fraught 
with  dangers  given  the  overall  relationship  has  been  so  unpredict- 
able and  the  understanding  of  Chinese  heritage  and  culture  is  so 
limited,  or  should  I  say  lacking,  in  this  country. 

With  the  economic  stakes  in  China  so  high  for  firms  and  families 
across  the  United  States,  we  must  begin  to  normalize  the  relation- 
ship and  make  it  more  stable. 
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When  I  talk  about  a  normal  commercial  relationship,  I  am  refer- 
ring to  three  sets  of  policy  objectives.  The  first  would  be  to  extend 
MFN  trading  status  to  China  permanently.  The  second  is  to  up- 
grade the  effort  to  reach  common  ground  between  the  United 
States  and  the  People's  Republic  of  China  on  the  issue  of  China's 
accession  to  the  World  Trade  Organization,  keeping  in  mind  the 
need  to  ensure  that  such  effort  must  strengthen,  not  weaken,  the 
rules  we  worked  so  hard  to  achieve  in  the  WTO. 

Finally,  normalization  involves  the  United  States  pursuing  trade 
disputes  through  multilateral  channels  rather  than  exclusively 
through  bilateral  means. 

Third,  the  benefits  of  trade  with  China  extend  well  beyond  the 
economics  sphere.  There  is  little  doubt  that  improved  U.S.  commer- 
cial ties  with  China  help  to  advance  a  broad  range  of  policy  goals. 
This  occurs  at  many  levels. 

For  example,  we  believe  that  through  Boeing's  participation  in 
China,  Chinese  perspectives  have  widened  and  that  Chinese  lives 
have  been  enriched.  Transportation  has  and  will  continue  to  play 
a  major  role  in  opening  up  China  and  exposing  the  Chinese  people 
to  western  culture,  western  thought,  and  western  ways  of  doing 
business. 

U.S.  business  has  become  a  major  force  for  change  in  China,  fa- 
cilitating the  type  of  market  reforms  that  are  key  to  a  more  open 
and  forward  looking  China. 

A  final  note.  As  a  nation,  we  again  face  an  historic  opportunity, 
much  as  we  did  in  the  1970's,  to  move  the  U.S. -China  relationship 
forward  dramatically.  We  should  seize  the  opportunity. 

Improving  relations  with  China  is  the  right  thing  to  do  for  Amer- 
ican firms,  American  workers  and  American  children,  whose  eco- 
nomic future  and  security  needs  can  be  better  safeguarded  with  a 
China  that  abides  by  international  rules  rather  than  operating  out- 
side the  system. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Clarkson  appears  in  the  appen- 
dix.] 

Mr.  Roth.  Thank  you,  Mr.  Clarkson.  We  appreciate  your  testi- 
mony very  much. 

What  we  are  going  to  do,  as  Chairman  Bereuter  probably  men- 
tioned, is  that  we  are  going  to  listen  to  all  of  the  testimony,  and 
then  we  will  go  to  some  questions. 

Let  me  say,  however,  Mr.  Clarkson,  that  you  are  probably  ac- 
quainted with  Elizabeth  Shwartz,  who  is  the  chairperson  of  the  Co- 
alition for  Employment  Through  Exports,  incidentally  doing  a 
super  job.  If  we  get  this  OPIC  thing  straightened  out,  it  is  thanks 
to  her  efforts. 

Mr.  Clarkson.  We  are  very  proud  of  her. 

Mr.  Roth.  Thank  you. 

Our  next  witness  is  going  to  be  Dr.  Minxin  Pei.  He  is  a  professor 
of  politics  at  Princeton.  Dr.  Pei  has  written  widely  on  U.S. -China 
relations,  and  he  is  one  of  the  most  consulted  scholars  on  Chinese 
affairs. 

We  thank  you  for  traveling  all  this  way  to  Washington  to  be  with 
us  today.  Dr.  Pei,  we  would  like  to  hear  your  testimony. 
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STATEMENT  OF  DR.  MINXIN  PEI,  ASSISTANT  PROFESSOR  OF 
POLITICS,  PRINCETON  UNIVERSITY 

Mr.  Pel  Thank  you  very  much,  Mr.  Roth  and  Mr.  Bereuter. 

This  is  my  fifth  or  sixth  testimony  to  Congress.  I  cannot  recall 
the  exact  number.  When  I  first  appeared  in  this  very  room,  I  recall 
the  date  was  May  4,  1989.  The  hearing  was  held  by  Mr.  Solarz  on 
the  impending  crisis  in  Tiananmen.  At  that  time,  I  was  acting  in 
the  capacity  of  a  student  activist  calling  for  strong  sanctions 
against  the  Chinese  Government. 

In  the  last  6  years,  however,  my  views  have  changed,  not  be- 
cause I  think  I  was  wrong  at  the  time — I  still  believe  I  was  right 
at  the  time — ^but  because  I  think  an  alternative  approach  to  im- 
proving human  rights  and  political  liberalization  in  China  should 
be  sought.  I  do  believe  that  a  soft  approach,  an  approach  through 
more  economic  contact  and  political  engagement  will  yield  greater 
progress  in  the  areas  of  human  rights  and  democracy. 

Most  critics  of  China  and  of  the  Administration's  policy  of  com- 
prehensive engagement  toward  China  have  argued  that  despite 
rapid  economic  reform  in  China  in  the  last  two  decades,  there  is 
little  movement  toward  political  opening  in  China.  These  critics 
also  claim  that  human  rights  conditions  in  China  have  not  im- 
proved despite  enormous  economic  progress. 

These  assertions,  however,  are  contradicted  by  the  facts  and  evi- 
dences gathered  by  the  scholar  community.  These  evidences  and 
facts  show  that  there  has  been  indeed  a  slow,  but  steady,  progress 
toward  political  opening  in  the  People's  Republic  of  China. 

I  would  like  to  outline  these  facts.  Before  I  do  that,  I  must  ac- 
knowledge that  by  prevailing  international  standards  on  human 
rights,  China's  standards  are  clearly  below  the  norms.  We  are  not 
here  to  apologize  for  these  practices,  but  we  are  simply  trying  to 
look  for  the  best  ways  of  improving  human  rights  in  China. 

Scholars  argue  and  historical  experience  throughout  the  world 
proves  that  two  powerful  forces  tend  to  improve  human  rights  in 
any  country.  The  first  one  is  sustained  economic  modernization. 
The  second  one  is  political  liberalization  or  democratization.  There 
is  also  a  well  established  connection  between  sustained  economic 
growth  and  progress  toward  democracy.  These  two  theories  have 
been  borne  out  by  the  development  in  China  in  the  last  20  years. 

Let  me  first  detail  briefly  the  progress  in  the  improvement  of 
human  rights  in  China,  thanks  to  the  gradual  process  of  economic 
liberalization  and  political  opening.  First,  the  scope  of  political  re- 
pression has  significantly  narrowed  compared  with  the  dark  days 
of  the  cultural  revolution. 

If  we  take  the  measure  of  the  number  of  prisoners  or  the  ratio 
of  political  prisoners  as  the  general  population  in  prison  throughout 
China,  we  do  find  a  dramatic  decline  in  the  last  20  years.  Academic 
scholars  in  China  conducted  research  that  shows  that  in  the  mid- 
1970's,  political  prisoners  made  up  about  30  percent  of  the  overall 
jail  population.  At  the  end  of  the  1970's,  however,  this  number  fell 
to  about  10  percent.  At  the  end  of  the  1980's,  this  number  fell  to 
about  1  percent. 

Today,  according  to  the  figures  of  various  estimates  by  the  Chi- 
nese academic  community  and  western  human  rights  watchers,  the 
percentage  of  political  prisoners  as  a  share  of  the  general  jail  popu- 
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lation  is  about  .1  to  .2  percent.  Here  we  are  talking  about  a  very 
significant  reduction  in  incarcerated  political  prisoners  in  China. 

Second,  the  punishment  against  political  offense  has  also  mod- 
erated significantly  in  China.  During  the  cultural  revolution,  politi- 
cal offense  was  punishable  by  the  death  penalty.  After  the  cultural 
revolution,  the  death  penalty  against  political  offense  has  been  in- 
formally abolished.  I  have  not  found  a  single  case  of  the  imposition 
of  the  death  penalty  against  a  political  offense.  Most  political  dis- 
sidents are  now  sentenced  to  shorter  terms  than  during  the  cul- 
tural revolution. 

Broad  progress  in  other  areas  of  human  rights,  especially  in  civil 
liberties,  has  also  been  quite  noticeable.  I  single  out  such  liberties 
as  the  freedom  of  travel,  employment  and  residence  in  China.  Hun- 
dreds of  thousands  of  Chinese  citizens  have  emigrated  abroad,  vis- 
ited and  studied  in  the  West.  Tens  of  thousands  of  western  profes- 
sionals and  professors  have  taught  and  visited  China.  Tens  of  thou- 
sands of  western  businesses  have  been  set  up  in  China. 

A  beneficial  byproduct  of  this  economic  opening  of  China  is  an 
enormous  increase  in  the  availability  of  information  for  the  Chinese 
people.  Today,  the  Chinese  people  are  much  better  informed. 

Private  entrepreneurs  in  China  dominate  China's  book  retail  sec- 
tor and  exercise  enormous  influence  in  the  print  media.  Media  dis- 
cussion of  important  public  policy  issues  has  also  become  consider- 
ably freer.  A  limited  degree  of  liberalization  has  also  occurred  in 
the  electronic  media.  TV  programs  now  feature  sit-coms  that  poke 
fun  at  the  government  and  its  officials.  A  few  TV  series  even  ex- 
plored some  very  sensitive  political  issues  in  recent  Chinese  his- 
tory. 

An  even  more  encouraging  sign  that  economic  reform  is  finally 
spilling  over  into  the  political  sphere  is  what  I  call  a  trend  of  creep- 
ing democratization  in  China  that  has  occurred  in  three  important 
areas.  The  first  area  is  the  emerging  importance  of  the  national 
ParHament  of  China,  the  so-called  National  People's  Congress.  The 
second  area  is  the  strengthening  of  China's  legal  system  with  great 
potential  toward  establishing  a  rule  of  law.  The  third  area  is  exper- 
imental democracy  in  Chinese  villages. 

I  will  emphasize  the  emergence  of  these  three  institutions  in 
China.  First,  the  National  People's  Congress  today  has  gained  in- 
creasing power  as  a  lawmaking  body.  It  has  now  been  very  influen- 
tial in  making  the  content  of  Chinese  legislation  and  in  appointing 
senior  level  government  officials. 

The  Chinese  legal  system  has  become  a  decisive  factor  in  the  en- 
forcement of  contracts  in  China.  More  importantly,  the  Chinese 
legal  system  has  now  provided  a  very  variable  arena  for  ordinary 
Chinese  to  protect  their  constitutional  rights. 

I  want  to  cite  an  example  of  one  law  that  enables  Chinese  citi- 
zens to  sue  their  government  and  government  officials  for  abuse  of 
constitutional  rights.  It  is  called  the  administrative  litigation  law 
in  China.  Since  the  law  became  effective,  every  year  about  27,000 
Chinese  citizens  sue  the  government.  They  have  won,  according  to 
one  figure,  about  20  percent  of  the  cases. 

The  Chinese  legal  community  is  also  expanding.  Today  we  have 
close  to  100,000  lawyers  in  China.  This  figure  is  going  to  be 
150,000  in  another  4  years.  While  I  know  Americans  have  serious 
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doubts  about  the  proliferation  of  lawyers,  I  think  for  China  there 
ought  to  be  more  rather  than  fewer  lawyers.  This  association  now 
has  its  own  national  association,  and  it  has  recently  elected  its 
independent  officers. 

The  most  exciting  political  change  in  China  is,  surprisingly,  in 
the  villages.  In  the  last  15  years,  90  percent  of  all  village  governing 
bodies,  all  village  committees,  were  elected  by  peasants  themselves, 
by  village  residents. 

About  two-thirds  of  China's  provinces  have  experienced  two  or 
three  rounds  of  grassroots  elections.  Some  of  these  elections  were 
poorly  conducted.  Some  were  fairly  and  competitively  conducted. 
Some  of  the  figures  show  that  half  of  the  leaders  at  the  grassroots 
level  were  non-Communist  party  officials.  In  those  villages  where 
competitive  elections  had  been  held,  governance  did  improve.  Cor- 
ruption fell  dramatically.  The  government  was  able  to  implement 
its  policies  more  effectively. 

Finally,  let  me  say  something  about  U.S. -China  relations.  Given 
the  broad  trend,  the  broad  but  slow  trend  toward  political  opening 
and  a  rising  level  of  human  rights  conditions  in  China,  what  should 
the  U.S.  policy  be?  I  think  these  evidences  and  facts  show  that 
American  policy  toward  China  in  the  last  25  years  since  the  open- 
ing has  been  an  enormous  success.  It  has  not  been  adequately  re- 
ported in  the  media,  but  these  facts  are  there. 

In  order  to  secure  further  progress,  I  strongly  urge  an  enhance- 
ment of  this  engagement  policy.  This  engagement  policy  should  in- 
clude regular  high  level  exchanges.  It  should  include  a  reaffirma- 
tion of  American  policy  to  China  and  to  integrating  further  into  the 
international  community,  especially  its  membership  in  the  World 
Trade  Organization. 

More  specifically,  I  urge  that  a  new  joint  communique  between 
China  and  the  United  States  be  considered  for  signing  after  one  of 
the  summit  meetings  in  the  next  2  years.  This  communique  should 
embody  a  new  set  of  principles  of  bilateral  relations. 

Some  of  these  principals  were  already  spelled  out  in  a  very  em- 
phatic way  by  Secretary  Warren  Christopher  in  his  important 
speech  in  May  of  this  year,  and  I  think  this  speech  should  provide 
a  basic  framework  for  such  a  joint  communique. 

In  addition,  I  think  the  new  China  policy  must  regularize  high 
level  exchanges  between  the  Administration  and  their  Chinese 
counterparts  and  broaden  exchanges  between  the  legislative  branch 
in  this  country  and  their  Chinese  counterparts.  Given  the  emerging 
importance  of  the  National  People's  Congress  in  China,  I  think 
such  dialog  between  Congress  and  the  NPC  will  be  extremely  help- 
ful. 

Mr.  Chairman,  I  want  to  thank  you  for  giving  me  this  oppor- 
tunity to  present  this  view  of  progress  in  China  and  U.S. -China  re- 
lations. If  I  were  given  a  similar  opportunity  in  Beijing,  I  would 
urge  the  Chinese  leadership  to  adopt  a  similarly  cooperative  posi- 
tion. 

There  are  many  people,  overseas  Chinese  included,  who  would 
like  to  see  a  very  healthy  and  cooperative  relationship  between 
these  two  great  countries. 

Thank  you. 

[The  prepared  statement  of  Dr.  Pei  appears  in  the  appendix.] 
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Mr.  Roth.  Thank  you  very  much,  Dr.  Pei.  We  appreciate  your 
testimony,  as  we  do  of  all  of  our  witnesses.  Excellent  testimony.  I 
had  a  chance  to  review  it,  and  I  am  sure  that  we  in  the  Coneress 
are  going  to  benefit  a  great  deal  from  it  because  we  certainly  nave 
to  focus  on  other  avenues  than  what  we  have  been  going  on  for 
awhile. 

Mr.  Hudson,  you  made  a  point.  I  am  just  curious.  You  had  men- 
tioned that  your  workers  and  workers  across  our  country  depend 
on  export  growth. 

Now,  the  American  people  do  not  seem  to  get  that  message.  I 
mean,  they  applaud  sanctions.  What  are  we  going  to  do  to  change 
that  perception?  Until  it  is  changed,  I  think  it  is  going  to  be  hard 
to  penetrate  the  wall  of  opposition  to  our  views,  and  I  underline 
our  views  because  I  am  pretty  much  in  step  with  what  you  had  to 
say.  When  I  say  pretty  much,  probably  totally  in  step  with  what 
you  had  to  say. 

I  am  just  curious.  How  are  we  going  to  change  this  opposition  to 
the  views  that  we  hold? 

Mr.  Hudson.  Mr.  Chairman,  I  think  that  the  associations  that 
we  belong  to  have  been  doing  a  much  more  professional  job  of  col- 
lecting knowledge  of  what  is  really  going  on  in  terms  of  trade  and 
job  creation  as  a  consequence  of  a  lot  of  the  political  rhetoric  and 
debate  that  surrounded  the  NAFTA  and  then  went  on  to  GATT. 

NAM  has  done  some  excellent  work  in  talking  about  why  exports 
matter.  There  is  an  excellent  treatise  from  the  Manufacturing  In- 
stitute on  that  regard.  AMP  and  Boeing  and  many  other  companies 
have  also  been  working  through  our  employees  who  know  how  im- 
portant this  is. 

I  can  remember  in  the  1994  elections,  there  was  this  trade  issue 
raised  up  in  many  of  the  elections.  Our  employees  wrote  letters  and 
called  many  Members  of  Congress,  as  well  as  people  running  for 
office,  to  say  do  not  hurt  my  job.  So  much  of  my  output  goes  over 
to  Asia  or  down  into  Mexico  and  Latin  America  or  over  to  Europe. 
If  we  keep  putting  barriers  in  front  of  it,  then  my  job  is  at  risk. 

I  think  this  had  a  profound  effect.  In  fact,  I  had  a  lot  of  feedback 
from  people  who  were  startled  to  see  that  our  people  were  saying 
this  type  of  a  thing  because  they  expect  business  leaders  to  do  it, 
but  when  it  came  from  the  grassroots 

I  went  through  one  of  my  plants  in  North  Carolina  last  week.  It 
happened  to  be  a  plant  that  made  products  for  the  personal  com- 
puter industry,  so  it  was  a  lot  of  connectors  for  a  memory  card.  It 
was  Pentium  chip  sockets  and  things.  The  workers  sat  there  and 
told  me  who  their  top  five  customers  were.  These  were  global  cus- 
tomers. It  was  Acer  in  Taiwan.  It  was  SCI  Selectron  in  China  and 
also  in  Malaysia  and  Singapore.  They  knew  who  their  competitors 
were.  These  were  global  competitors,  some  Chinese,  some  Taiwan- 
ese, a  lot  of  American,  some  European. 

The  global  focus  that  our  people  have  now  is  very  real,  and  they 
understand  that.  They  think  that  way.  I  think  they  talk  to  more 
and  more  of  their  neighbors. 

One  of  our  local  newspapers  chose  to  go  into  print  on  the  front 
page  and  editorialize  against  trade  as  being  a  job  sucking  type  of 
an  issue  and  attacked  me  personally  on  the  thing  because  I  have 
been  outspoken  about  trade.  CEOs  get  put  in  kind  of  a  defensive 
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position.  You  are  damned  if  you  do,  and  you  are  damned  if  you  do 
not,  so  I  kind  of  held  back.  I  was  absolutely  gratified  to  see  the  flow 
of  letters  that  came  in  to  the  newspaper  from  our  people  to  give 
them  facts.  They  did  a  job  I  could  not  have  done. 

I  think  there  is  more  awareness  building  up.  The  problem  is  the 
media  is  as  much  of  the  issue,  frankly,  as  the  political  sphere  is. 

I  think  those  are  the  kinds  of  steps  that  we  are  all  taking 
through  various  trade  associations,  among  our  employee  base  and 
with  the  communities  to  get  this  message  out  in  a  much  more  ma- 
ture way. 

Mr.  Roth.  You  had  mentioned  in  your  testimony  that  you  have 
observed  that  the  more  we  trade  with  countries,  the  more  influence 
we  have  in  those  countries. 

I  suppose  the  contrary  position  would  be  well,  the  more  sanctions 
you  have,  the  less  influence  you  have.  Is  that  basically  your  conten- 
tion? 

Mr.  Hudson.  Yes,  it  is,  and  I  want  to  give  you  two  examples  of 
where  I  have  seen  that  work  personally. 

As  you  know  personally,  I  lived  in  Asia  for  9  years.  I  set  up  a 
number  of  our  operations  and  spent  a  lot  of  time  in  China  in  the 
late  1980's.  I  lived  in  Hong  Kong  when  Tiananmen  Square  went 
up,  so  I  understood  the  impact  of  it. 

When  I  first  was  studying  the  market  issues  in  China,  the  in- 
vestment issues  in  China,  as  well  as  the  political  issues  and  meet- 
ing many  people  at  both  central  and  provincial  government  level, 
I  was  staggered  by  the  fact  that  there  already  was  quite  an  indus- 
try that  was  supplying  products  like  mine. 

It  employed  at  that  time  almost  a  quarter  of  a  million  people  in 
our  industry,  and  yet  when  I  looked  at  what  they  were  doing  and 
all  that,  I  mentioned  to  the  people  in  the  Ministry  in  Beiiing  that 
our  one  plant  in  Singapore  with  500  people  could  supply  the  whole 
market.  They  were  totally  horrified. 

I  took  a  delegation  down  to  Singapore,  and  they  began  to  see 
what  went  on.  It  was  a  plant  also  that  had  impeccable  environ- 
mental practices,  impeccable  employee  practices. 

I  really  got  easy  approvement  to  put  our  first  investment  into 
Shanghai.  Now,  the  word  exploitation  is  used  sometimes  about  how 
companies  like  mine  will  invest  in  a  country  and  why  we  go  there. 
The  top  reason  we  go  to  a  country  is  market  access,  not  exploi- 
tation. In  fact,  our  company  core  value  is  that  does  not  even  belong 
in  the  vocabulary. 

We  brought  into  our  investment  in  our  plating  area  the  same 
high  level  technology  environment  that  we  used  in  the  United 
States.  It  does  cost  us  more,  but  we  think  with  a  philosophy  of 
being  a  perpetual  citizen  in  a  country  that  exploitation  is  a  short- 
term  thing.  We  bring  in  the  right  things. 

The  second  is  we  brought  in  training.  We  brought  in  our  safety 
and  health  practices.  All  of  our  machines  had  the  same  protections 
they  do  anywhere  else  in  the  world. 

Third,  we  trained  our  people  in  our  Singapore  plant  because 
Mandarin  was  a  second  language.  We  trained  them  over  here,  and 
that  community  feeling  drew  together  in  a  very  effective  way. 

Today,  we  get  the  best  people  joining  our  company,  which  puts 
pressure  on  the  Chinese  enterprises  that  do  not  have  those  prac- 
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tices  because  they  are  losing  their  best  people.  That  tends  to  up- 
grade them  to  have  to  do  the  same  things  that  we  do. 

I  could  go  on,  but  I  am  running  out  of  time  obviously.  I  think 
these  are  examples  of  where  that  interchange  has  worked  very  ef- 
fectively to  bringing  the  values  that  we  feel  are  very  strong  in  our 
society  and  sharing  them  with  these  other  societies. 

Mr.  Roth.  Thank  you  very  much,  Mr.  Hudson.  Your  time  has  not 
run  out,  but  my  time  has  run  out. 

We  will  go  to  Chairman  Bereuter  for  his  questions. 

Mr.  Bereuter.  I  will  extend  you  some  time. 

Mr.  Roth.  Please. 

Mr.  Bereuter.  Mr.  Hudson  or  Mr.  Clarkson,  I  wonder  if  each  of 
you  could  cite  specific  examples  of  how  the  annual  debate,  the  un- 
certainty about  renewing  China's  MFN  and  whether  or  not  Con- 
gress will  override  the  President's  decision  on  that  renewal,  has 
hurt  your  companies  or  your  competitors? 

Mr.  Hudson.  I  am  going  to  let  Mr.  Clarkson  start  because  I 
think  he  has  been  more  impacted. 

Mr.  Clarkson.  As  I  mentioned  in  my  statement,  and  I  think  Mr. 
Hudson  also  referred  to  it,  there  was  a  recent  order  given  to  our 
European  competitor,  part  of  which  was  going  to  an  airline  that  up 
to  now  had  only  operated  Boeing  equipment. 

Just  following  the  order,  a  CEO  from  a  major  automobile  com- 
pany of  the  United  States  happened  to  be  meeting  with  the  Pre- 
mier of  China.  Li  Peng  instructed  that  CEO  to  call  our  CEO  and 
tell  him  that  the  reason  that  order  was  going  to  Airbus  was  the 
continued  harassment  of  China  by  the  Government  of  the  United 
States. 

I  personally  also  was  lectured  once  by  Vice-Premier  Lui 
Lanquing.  His  point  was  that  the  United  States  is  the  world's  larg- 
est, most  advanced,  developed  country.  China  is  clearly  the  world  s 
largest  developing  country  with  the  fastest  growing  economy  in  the 
world. 

Working  together,  we  can  do  great  things  for  the  world,  he  said, 
but  if  we  continue  on  the  course  that  we  appear  to  be  on,  many 
contracts  that  should  go  to  American  companies  will  go  to  others. 
The  whole  world  may  suffer  if  the  United  States  and  China  cannot 
figure  out  how  to  co-exist  and  cooperate. 

Mr.  Bereuter.  Thank  you.  When  I  saw  the  news  article  related 
to  the  Airbus  sale,  the  contract  being  given  to  Airbus,  there  was 
no  doubt  in  my  mind  what  had  happened. 

Mr.  Hudson,  do  you  have  anything  you  would  like  to  offer? 

Mr.  Hudson.  Yes.  Let  me  discuss  it  from  another  vantage  point. 

There  are  many  projects  that  American  firms  would  like  to  en- 
gage in  which  are  multi-year  projects  and  require  a  commitment 
both  on  the  part  of  the  supplier,  as  well  as  the  customer,  to  be  able 
to  engage  in  that  and  to  meet  certain  project  time  schedules. 

The  Three  Gorges  project  is  a  very  big  example.  It  is  a  very  long, 
multi-year  project.  Caterpillar  Tractor  in  particular  was  struggling 
to  get  the  earthmoving  equipment  order,  which  was  a  huge  one.  As 
you  recall,  the  Administration  denied  Eximbank  loan  backing  for 
that  project. 

Oftentimes  we  forget  about  the  fact  that  every  one  of  these 
projects  has   alternatives.   There  are   competitors   all   around  the 
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world.  There  are  a  lot  of  other  people  who  make  heavy  equipment 
like  that. 

Caterpillar  gained  its  strength,  as  you  recall,  after  World  War  II 
because  they  had  a  lot  of  equipment  all  around  the  world.  It  gave 
them  a  tremendous  global  presence  coming  out  of  that  area,  which 
spawned  a  continuous  market  for  repair  parts  and  things  like  that, 
as  well  as  training  and  people  getting  used  to  using  their  equip- 
ment and  wanting  more. 

The  second  area,  of  course,  is  in  the  construction  industry  area 
of  wanting  to  put  infrastructure  in  there.  I  can  think  of  power 
plant  projects,  whether  they  are  hydro  or  steam  power  plants,  as 
well  as  the  people  who  manufacture  that  equipment. 

In  this  country,  of  course,  General  Electric  and,  to  a  lesser  de- 
gree, Westinghouse,  are  big  suppliers,  but  we  have  huge  enter- 
prises in  Japan  and  Europe  which  also  are  big  suppliers  who  can 
commit  to  long-term  stability  and  policies  and  practices,  which  give 
them  the  inside  track  on  that. 

In  my  business,  I  am  more  or  less  part  of  the  infrastructure.  My 
projects  are  of  lower  value  when  they  start,  but  they  become  a  very 
big  part  of  support  of  the  whole  basic  industry  that  builds  up.  We 
do  make  infrastructure  products  for  the  electric  power  distribution 
and  transmission  products.  We  make  it  for  the  telephony  industry 
and  the  like.  They  are  not  as  dramatic  to  hold  at  hostage  as  these 
other  big  projects  may  be. 

Mr.  Bereuter.  Thank  you  very  much,  gentlemen. 

Dr.  Pei,  the  State  Department  reported  this  year  that  human 
rights  conditions  in  China  had  worsened,  yet  your  testimony  talks 
about  some  very  promising  trends. 

How  do  you  and  Assistant  Secretary  of  State  John  Shattuck  see 
things  so  differently,  or  do  you  see  things  so  differently? 

Mr.  Pel  Let  me  put  it  this  way.  What  I  do  is  to  look  at  broad 
trends  that  affect  the  majority  of  the  population.  I  think  what  As- 
sistant Secretary  Shattuck  looked  at  was  what  happens  to  the  most 
visible,  vocal,  courageous  dissident  community. 

There  is  a  strong  indication  that  dissidents  today  perhaps  are 
under  much  greater  pressure.  That  is  because  of  political  succes- 
sion, struggle  in  China.  However,  the  fundamental  forces  that  are 
driving  the  progress  of  human  rights  in  China  are  there.  These  are 
the  pressure  from  the  Chinese  people  to  demand  respectable  treat- 
ment from  their  government,  the  economic  linkages  with  the  West 
and  especially  with  the  United  States. 

We  should  not  look  at  short-term  difficulties  and  say  because 
things  are  temporarily  not  OK  we  should  impose  sanctions  or  roll 
back  the  forces  without  viewing  the  much  greater,  long-term  bene- 
fits. 

Mr.  Bereuter.  Dr.  Pei,  would  you  do  us  a  favor?  If  you  are  will- 
ing to  devote  time  to  the  project,  try  to  put  on  paper  your  own 
ideas  about  how  human  rights  reports  could  be  improved. 

It  does  not  have  to  be  China-specific.  But,  since  we  can  give  di- 
rection to  the  State  Department,  if  you  could  give  us  some  sugges- 
tions as  to  how  the  reports  can  more  realistically  assess  the  state 
of  affairs  in  a  particular  country  or  countries  in  general,  I  should 
say,  that  would  be  very  helpful  to  us.  I  think  we  could  do  some- 
thing beneficial  with  your  information. 
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Mr.  Pel  I  would  be  very  happy  to. 

Mr.  Bereuter.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Roth.  Thank  you,  Chairman  Bereuter. 

We  are  going  to  now  turn  to  our  friend,  Mr.  Faleomavaega 

Mr.  Faleomavaega.  Thank  you,  Mr.  Chairman. 

Mr,  Roth  [continuing],  for  questions  he  may  have  of  our  wit- 
nesses. 

Mr.  Faleomavaega.  Thank  you.  I  think  there  have  been  some 
predictions  made  that  in  another  15  to  20  years,  the  People's  Re- 
public of  China  will  become  the  most  powerful  economy  in  the 
world. 

I  think  taking  that  backdrop  and  with  the  feelings  of  some  of  the 
hardliners  that  we  have  here  in  Washington  about  putting  the  ax 
on  China  because  of  the  so-called  many  violations  that  we  consider 
to  be  against  our  values,  I  was  wanting  to  ask  Mr.  Hudson,  when 
you  say  sharing  our  values  with  the  Chinese,  we  are  having  a  very 
difficult  time  defining  what  our  own  values  are  right  now,  I  was 
just  curious  what  you  mean  by  that. 

I  am  sure  that  Chinese  culture  has  been  around  for  over  5,000 
years,  and  they  certainly  have  a  very  strong  cultural  way  or  how- 
ever they  do  things  that  not  necessarily  coincides  with  Western-ori- 
ented values.  I  was  just  curious  as  to  what  you  mean  by  that. 

Mr.  Hudson.  All  right.  I  very  much  understand  the  differences 
in  culture  and,  of  course,  the  historical  perspective.  I  studied  it, 
and  I  lived  it.  It  is  very  difficult  for  Americans,  with  our  short  his- 
tory, to  respect  how  it  appears  to  a  Chinese  civilization  with  thou- 
sands of  years  of  history  to  wonder  why  we  can  sit  there  and  criti- 
cize them  when  they  have  such  longevity. 

Mr.  Faleomavaega.  I  suppose  one  way  I  can  probably  rephrase 
the  question  is  that  I  was  impressed  with  the  fact  that  you  have 
42,000  workers  in  your  company. 

Mr.  Hudson.  Yes. 

Mr.  Faleomavaega.  How  many  of  your  workers  speak  Man- 
darin? 

Mr.  Hudson.  Everyone  over  there  and  also  in  Singapore. 

Mr.  Faleomavaega.  Is  that  right? 

Mr.  Hudson.  Yes.  That  is  the  primary  language.  If  anything,  we 
have  to  adapt  to  their  situation,  not  the  other  way  around. 

What  I  mean  by  values  is  in  the  business  sense.  Many  of  the 
gaps  in  those  values  are  not  because  there  is  somebody  trying  to 
oppress  them.  It  is  simply  ignorance  of  what  can  be  done  and  what 
technology  is  available  to  do  that. 

We  have  talked  a  great  deal  and  seen  a  lot  of  input  about  how 
bad  the  environment  is  and  how  polluted  the  rivers  are  in  China 
and  all  that  and  the  air.  The  problem  is  they  are  not  aware  of  the 
technology.  To  them,  it  looks  like  a  huge  investment  cost. 

From  our  standpoint,  our  pollution  control  systems  actually  save 
us  money,  even  though  the  capital  cost  is  there.  By  bringing  that 
there  and  showing  the  enterprises  that  this  is  really  what  you  can 
do,  you  are  bringing  another  value  into  the  business  equation  in 
China. 

The  same  thing  dealing  with  safety  equipment.  To  me,  if  you  put 
a  lot  of  effort  into  training  somebody  to  have  a  certain  skill  level. 
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but  you  give  them  equipment  and  machinery  that  cuts  off  fingers 
or,  even  worse  yet,  gives  them  a  permanent  injury,  you  have  lost 
that  value. 

Mr.  Faleomavaega.  Let  me  follow  up.  I  think  this  fundamental 
issue  sometime  in  the  near  future,  if  not  now,  is  going  to  come  to 
a  head. 

Both  for  you  and  Mr.  Clarkson  as  well,  I  would  like  to  ask  you 
gentlemen  how  can  you  convince  the  American  workers  that  by 
moving  corporate  America  to  foreign  countries  like  China  that  this 
is  not  going  to  sacrifice  the  jobs  of  the  working  people  here  in  our 
country? 

Mr.  Hudson.  All  right.  I  will  start  and  then  let  Larry  talk  about 
it. 

Mr.  Faleomavaega.  Can  you  give  assurances  that  this  is  not 
going  to  in  any  way  negatively  impact  the  working  people  here? 

Mr.  Hudson.  To  begin  with,  one  of  the  most  important  things  I 
said  earlier  about  why  we  invest  in  other  countries  is  not  to  exploit 
labor  or  go  for  low  cost.  It  is  to  have  access  to  markets.  In  our  kind 
of  business,  producing  and  being  there  is  the  better  way.  It  draws 
trade. 

As  I  said,  we  have  a  positive  trade  balance  between  the  United 
States  and  China.  It  is  a  ratio  of,  and  I  may  get  corrected,  well  over 
100-to-l  in  favor  of  the  United  States.  By  having  that  market  ac- 
cess, even  though  we  produce  products  here,  we  cannot  begin  to 
produce  the  full  breadth  of  product  that  we  make  all  around  the 
AMP  world.  That  actually  enhances  jobs.  It  does  not  eliminate  jobs. 

Mr.  Faleomavaega.  I  do  not  want  to  sound  like  Pat  Buchanan 
or  Ross  Perot  about  all  these  things,  but  I  think  the  real  concern 
of  the  average  working  person  here  in  America  is  the  assurance 
that  when  we  move  to  foreign  countries,  that  does  not  mean  that 
jobs  are  going  to  go  with  it. 

Can  you  give  that  kind  of  an  assurance  to  the  committee  and  to 
this  member? 

Mr.  Hudson.  I  think  definitely  as  the  CEO  of  my  company,  I  cer- 
tainly can.  I  can  also  show  evidence  all  the  way  back  to  1952  where 
that  has  always  been  the  case.  Our  employment  rate  in  the  United 
States  has  continued  to  grow. 

Mr.  Faleomavaega.  I  think  our  corporate  people  need  to  say 
that  a  little  more  because  I  am  not  hearing  that  in  the  media.  I 
am  hearing  this  to  be  the  opposite  of  what  seems  to  be  the  criticism 
of  our  companies  doing  business  abroad.  I  wish  you  would  say  that 
more. 

Mr.  Hudson.  Congressman,  you  are  hitting  a  nerve  of  frustration 
because  the  media  does  not  want  to  hear  this  side  of  the  story. 
That  is  the  problem  we  face. 

Mr.  Faleomavaega.  It  is  not  that  I  agree  with  the  media,  but 
I  am  glad  you  are  saying  that. 

Mr.  Clarkson. 

Mr.  Clarkson.  Boeing  airplanes  average  about  90  percent  U.S. 
content.  That  is  counting  everything.  We  make  about  half  of  the 
airplane,  and  we  buy  about  half  of  the  airplane.  If  you  look  at  the 
total,  it  varies  a  little  bit  from  model  to  model.  Some  are  as  high 
as  95  percent.  Some  are  about  87  percent.  The  average  is  90  per- 
cent. 
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In  1995,  88  percent  of  our  new  orders  came  from  non-U. S.  air- 
lines. It  is  the  world  trading  system  and  the  WTO  that  allows  Boe- 
ing to  continue  to  operate  as  a  U.S. -based  company  with  all  of  its 
plants  except  two  very  small  ones  in  the  United  States.  We  do  have 
some  suppliers  overseas.  We  do  it  for  the  same  reason  as  Mr.  Hud- 
son's company  does,  which  is  market  access. 

We  would  like  to  see  China  in  the  WTO  so  they  would  be  brought 
into  the  international  trading  rules  and  regulations  that  are  con- 
tained in  that. 

For  every  job  that  we  have  put  somewhere  outside  the  United 
States,  we  have  created  more  than  22  direct  jobs  at  Boeing.  We 
have  to  do  a  better  job  of  telling  that  story,  although  it  is  like  a 
lot  of  good  news  stories.  It  does  not  make  the  front  page. 

Mr.  Faleomavaega.  You  know,  it  is  sad,  Mr.  Clarkson.  I  know 
my  time  is  over,  and  we  are  ready  for  the  next  round.  It  is  sad  be- 
cause it  seems  that  by  association  when  we  say  the  good  Repub- 
lican it  is  "all  corporate  America"  and  then  the  Democratic  is  "all 
working  people".  I  wish,  Mr.  Clarkson,  vou  and  your  associate 
would  say  that  a  little  more  often  to  the  American  public  because 
this  is  not  coming  across. 

I  think  when  we  have  leaders  like  Ross  Perot  saying  just  the  op- 
posite of  what  you  are  telling  me,  I  think  the  American  public 
needs  to  be  educated.  I  am  sorry  to  say  that  this  is  not  the  kind 
of  information  that  the  members  here — at  least  I  have  never  come 
across  the  information  you  are  giving  me  now. 

One  more  question,  Mr.  Chairman,  if  I  could,  to  Mr.  Pei? 

Mr.  Roth.  We  are  going  to  have  another  round. 

Mr.  Faleomavaega.  Just  one  more,  Mr.  Chairman. 

Mr.  Pei,  do  you  really  think  we  need  to  have  more  lawyers  in 
China  like  we  now  have  here? 

Mr.  Pei.  Up  to  a  point. 

Mr.  Faleomavaega.  That  is  all,  Mr.  Chairman.  I  will  wait  for 
the  next  round. 

Mr.  Roth.  Thank  you  very  much  for  your  excellent  questions  and 
your  comments. 

Let  me  ask  you,  Mr.  Clarkson.  I  am  really  struck  by  this  88  per- 
cent. Boeing  is  probably  America's  No.  1  exporter,  I  suppose,  in 
terms  of  dollars.  What  is  the  importance  of  China's  market  to  Boe- 
ing and  American  aerospace  as  a  whole  basically? 

Mr.  Clarkson.  It  is  of  great  growing  importance.  In  1994,  one 
out  of  every  seven  airplanes  that  Boeing  delivered  went  to  an  air- 
line in  the  People's  Republic  of  China.  We  estimate,  which  means 
we  forecast,  and  everybody  knows  that  forecasts  are  as  good  as  the 
paper  they  are  written  on  maybe,  but  we  forecast  that  the  aircraft 
demand  in  China  in  the  next  20  years  will  be  in  1996  dollars  $140 
billion. 

It  will  be  the  largest  single  foreign  customer  for  new  transport 
aircraft.  The  reason  is  fairly  simple.  As  the  economy  grows  and  the 
demand  for  travel  grows  in  a  country  of  that  immense  size,  it  is 
the  only  easy  way  to  expand  their  transportation  infrastructure. 

In  this  country,  there  are  two,  almost  three,  trips  per  year  made 
per  citizen.  Now,  I  know  a  lot  of  people  in  this  room  make  more 
than  their  fair  share  of  those  trips,  but  the  average  is  actually 
three  trips  per  year.  In  the  People's  Republic  of  China  today,  it  is 
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.003,  so  you  can  see  that  there  is  a  great  opportunity  for  growth 
there. 

Mr.  Roth.  You  said  in  your  testimony  that  you  have  $6  billion 
in  sales  pending  in  China,  but  these  sales  are  contingent  on  our 
overall  relations. 

What  would  be  some  of  the  things  that  would  threaten  those 
sales? 

Mr.  Clarkson.  They  have  been  held  up  by  the  MFN  issue,  the 
threat  of  IPR  sanctions,  President  Lee's  visit  here. 

Unfortunately,  because  of  the  high  profile  of  my  company,  it  is 
an  easy  target.  Although  there  are  now  some  30-plus  airlines  in 
China  who  are  making  the  buying  decisions,  every  one  of  those  de- 
cisions is  subject  to  approval  by  the  State  Planning  Commission  at 
the  very  highest  levels.  We  have  been  told,  as  I  mentioned  earlier, 
in  no  uncertain  terms  that  you  are  sort  of  being  held  hostage. 

While  I  have  the  microphone,  I  want  to  comment  on  something, 
if  I  may,  Mr.  Chairman.  Chairman  Bereuter  mentioned  the  grow- 
ing un-American  or  anti-American  sentiment  in  the  People's  Re- 
public of  China.  That  is  absolutely  true. 

The  people  on  the  street  in  the  big  cities,  Beijing,  Shanghai, 
Guangzhou,  when  I  first  started  going  over  there  longer  ago  than 
I  would  like  to  admit  were  very,  very  friendly  to  Americans.  They 
are  beginning  to  look  at  us  as  their  enemy. 

I  contrast  that  to  Dr.  Pei's  comment  about  the  growing  democ- 
racy movement.  The  fact  is,  democracy  is  coming  to  the  People's 
Republic  of  China.  As  democracy  grows,  the  leaders  and  the  politi- 
cians of  China  will  have  to  become  much  more  attuned  to  the  opin- 
ions and  voting  habits,  I  suppose,  of  all  those  Chinese  people. 

We  have  got  to  turn  around  this  trend  of  anti-Americanism,  or 
we  are  going  to  suffer  the  long-term  consequences.  I  would  ask  you 
to  take  that  back  to  your  fellow  Members  of  Congress  because  it 
is  easy  to  sit  and  pontificate  about  the  problems  that  we  all  ac- 
knowledge exist  there,  but  democracy  is  coming.  The  rest  of  the 
world  is  cooperating  with  China  on  the  whole,  and  we  are  the  guys 
who  are  beginning  to  appear  to  them  to  be  the  bad  guys. 

Mr.  Roth.  I  am  curious.  This  $6  billion  in  pending  sales,  what 
does  that  translate  to  in  number  of  jobs?  Do  you  have  that  informa- 
tion, or  can  you  give  us  a  rough  guess? 

Mr.  Clarkson.  Well,  I  think  the  number  is  10,000  jobs  per  bil- 
lion. 

Mr.  Roth.  So  that  is  about  60,000  jobs? 

Mr.  Clarkson.  Yes. 

Mr.  Roth.  Mr.  Bereuter,  do  you  have  any  other  questions? 

Mr.  Bereuter.  I  do,  Mr.  Chairman.  Thank  you. 

Those  statements,  Mr.  Clarkson,  were  important  to  make  and 
discouraging.  My  last  visit  to  Beijing  was  in  August  1995.  A  num- 
ber of  times  I  had  people  ask  me,  "Why  do  Americans  hate  us?" 
These  were  not  government  officials. 

Interestingly  to  me,  the  thing  they  cited  most  often  as  an  exam- 
ple of  why  they  were  concerned  is  that  we  had  kept  the  Olympics 
from  them.  They  took  that  as  a  very  deep  blow.  It  affected  every- 
body in  that  city  at  least,  and  probably  a  large  number  of  people 
in  China. 
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I  recall  my  first  visit  about  1988  or  1989.  There  was  a  very  posi- 
tive attitude  in  the  three  cities  I  went  to  in  various  parts  of  the 
country.  We  had  one  Member  of  Congress  with  us  who  had  flown 
the  hump  during  World  War  II.  He  was  a  hero  to  them.  He  always 
brought  out  from  the  senior  citizens  comments  about  how  we 
fought  the  common  enemy. 

They  were  interested  in  why  Americans  were  not  there  to  do 
business.  They  saw  people  from  other  countries,  but  they  did  not 
see  Americans.  People  were  learning  English  on  the  car  radio,  for 
example.  The  taxi  cab  drivers  were  listening  to  English  on  radio 
programming. 

It  was  a  very  positive  sense  of  friendship  that  I  noticed  on  the 
part  of  the  Chinese  people.  If  that  is  going  or  gone,  I  think  it  is 
a  terrible  loss. 

Dr.  Pei,  would  you  like  to  comment  about  this  subject? 

Mr.  Pel  Yes.  I  have  been  also  very  painfully  aware  of  this  rising 
nationalism  in  China.  I  think  a  number  of  things  led  to  this  trend. 
I  want  to  emphasize  two  factors  that  were  primarily  responsible  for 
this  from  this  end.  I  think  internally  there  are  factors  that  we  can- 
not do  anything  about,  but  we  can  do  something  about  the  two  fac- 
tors I  am  going  to  mention. 

The  first  is  media  China-bashing,  which  is  very  unfortunate.  If 
you  look  at  the  New  York  Times,  the  Washington  Post,  the  Econo- 
mist, the  editorial  page  of  the  Wall  Street  Journal,  they  contain 
stories  and  articles  that  even  the  relatively  moderate  Chinese  like 
me  find  very  offensive  to  the  Chinese  people. 

They  underplay  the  positive  trends  in  China.  Nobody  has  men- 
tioned the  kinds  of  things  I  have  discussed  here  today.  They  exag- 
gerate the  Chinese  aggressiveness,  and  they  exaggerate  the  viola- 
tion of  human  rights  in  China.  They  pin  China  as  if  it  were  Hitler's 
Nazi  Grermany. 

This  type  of  China-bashing  hurts  the  Chinese  people's  pride.  I 
think  it  almost  made  them  painfully  realize  that  no  matter  how 
hard  they  try,  the  West  is  not  about  to  accept  them.  I  think  that 
did  enormous  damage  to  the  Chinese  people,  especially  the  intellec- 
tual community  that  have  access  to  the  media. 

The  second  factor  is  the  manner  in  which  China  policy  is  con- 
ducted in  this  country.  It  is  too  public,  too  high-handed.  Each  time 
China  is  in  the  news,  it  is  being  denounced  by  people  on  the  left 
and  on  the  right  as  the  bad  guy.  You  take  such  high  moral  ground 
that  you  do  not  get  much  accomplished.  In  the  meantime,  you  poi- 
son the  atmosphere  so  badly  that  it  is  difficult  to  make  amends. 

I  strongly  urge,  although  I  think  it  is  difficult  to  say  anything  to 
the  media  (it  is  a  democratic  and  free  country),  but  I  hope  their 
representatives  here  will  be  aware  that  in  handling  China,  we 
must  be  really  objective  and  fair. 

Second,  I  think  for  the  political  leaders  in  this  country,  they 
must  be  sensitive  to  the  Chinese  concern  for  respectability,  dignity, 
the  so-called  "face".  China  today  has  clearly  come  a  long  way  from 
the  hey  days  of  Maoism.  That  single  achievement  is  something  that 
most  Chinese  feel  proud  of,  despite  the  fact  that  the  country  re- 
mains a  non-democratic  country. 

I  think  in  the  future,  a  healthy,  viable  bilateral  relationship 
must  be  built  on  mutual  respect. 
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Mr.  Bereuter.  Thank  you. 

I  do  have  one  more  question  that  relates  to  China's  alleged  desire 
to  become  a  member  of  the  WTO.  We  see  little  progress  on  their 
part  in  meeting  the  requirements.  They  seem  to  have  in  some  ways 
a  free  ride  now  without  being  a  member.  They  have  offered,  at 
least  as  far  as  I  am  aware,  not  much  in  the  way  of  an  indication 
of  progress  in  meeting  normal  requirements  to  be  a  member  of  the 
WTO. 

The  Far  Eastern  Economic  Review  article  recently  indicated  that 
China's  state  trading  entities  are  growing  in  importance  relatively 
and  in  absolute  terms  and  that  would  seem  to  be  a  major  accession 
problem.  That  is  moving  the  wrong  direction  in  terms  of  meeting 
the  requirements  of  WTO. 

I  will  ask  our  business  representatives  here  in  particular.  Do  you 
think  that  the  growth  of  state  trading  entities  is  in  fact  happening 
relative  to  the  entire  size  of  the  Chinese  economy,  and  is  it  the 
problem  that  it  seems  to  be? 

Mr.  Hudson.  Let  me  start  with  it  and  then  turn  it  over  to  Larry. 

In  my  business,  the  state  trading  organizations  are  not  growing. 
In  fact,  there  is  more  privatization  of  the  industry  going  on  in  my 
arena,  so  I  would  not  share  that  particular  view. 

In  fact,  I  think  the  continued  growth  in  foreign  investment  and 
the  influences  that  brings  with  it  tends  to  undermine  that  state  en- 
terprise is  growing.  That  is  the  industries  that  I  reflect,  which  are 
fairly  broa(l  It  is  all  of  the  electronics,  all  of  the  transportation,  in- 
frastructure and  the  like. 

Mr.  Bereuter.  So  you  do  not  need  it  personally,  although  it  may 
or  may  not  be  a  national  trend 

Mr.  Hudson.  Yes. 

Mr.  Bereuter  [continuing],  or  fail  to  be  a  national  trend? 

Mr.  Hudson.  That  is  right. 

Mr.  Bereuter.  Mr.  Clarkson,  do  you  have  anything  to  say  on 
this  subject? 

Mr.  Clarkson.  Yes.  I  think  there  are  two  schools  of  thought  in 
the  People's  Republic  of  China  on  this  subject.  I  think  the  one  that 
prevails  at  the  moment  is  that  it  is  important  for  China  to  become 
a  member  or  to  accede  to  the  WTO  because  this  is  a  huge  symbol 
of  their  acceptance. 

There  are  also  a  lot  of  Chinese  businessmen  and  leaders  who  say 
look,  our  economy  is  going  to  be  the  biggest  in  the  21st  century. 
Everybody  will  have  to  deal  with  us.  Why  should  we  sign  up  to  the 
restrictions  and  the  rules  of  the  game  that  the  WTO  contains? 
These  are  tough  businessmen  and  leaders,  some  of  whom  may  have 
been  Communist,  but,  most  of  all,  who  were  capitalists  before  they 
were  Communist. 

I  think  the  time  is  right.  I  think  if  we  move  with  some  dispatch, 
we  will  get  them  into  the  WTO  under  reasonable  ground  rules. 
There  will  be  some  tough  negotiations,  but  I  think  we  can  do  it. 
I  think  if  we  dally  too  long,  then  the  leverage  will  be  gone  that 
countries  like  the  United  States  and  the  EU  have.  They  may  stay 
outside,  to  our  great  regret. 

I  would  urge  you  in  your  role  as  535  acting  Secretaries  of  State 
to  urge  the  real  one  and  the  U.S.  trade  representatives  to  get  on 
with  it  and  get  the  job  done  while  we  have  a  chance. 
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Mr.  Bereuter.  Thank  you,  Mr.  Clarkson. 

Thank  you,  gentlemen,  for  your  time  and  for  your  thoughts 
today.  I  very  much  appreciate  it. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  conduct  this  joint 
hearing  with  you.  It  was  well  orchestrated  and  designed  and  very 
helpful. 

Mr.  Roth.  Thank  you,  Chairman  Bereuter.  It  is  always  a  pleas- 
ure to  work  with  you. 

Let  me  ask  Mr.  Faleomavaega  if  he  has  any  other  questions.  He 
probably  does  not,  but  I  will  ask  anyhow. 

Mr.  Faleomavaega.  Just  one. 

Mr.  Roth.  Go  ahead. 

Mr.  Faleomavaega.  Before  asking  my  question,  Mr.  Chairman, 
I  certainly  would  like  to  thank  our  distinguished  panel.  I  just  wish 
that  the  media  was  here  to  catch  some  of  the  beautiful  remarks. 

I  just  wish  the  American  public  would  be  a  little  more  educated 
about  the  realities  and  what  we  deal  with  about  exporting,  not  just 
business  but  jobs,  and  what  this  means  to  our  economy.  I  think 
this  has  been  one  of  the  issues  that  we  have  beaten  practically  to 
death  in  a  very  biased  and  emotional  way.  It  is  very  unfortunate 
that  we  are  not  doing  it  as  a  people  rather  than  on  a  partisan  poli- 
tics basis. 

Just  one  question.  This  is  my  humble  prediction,  and  I  would 
like  you  gentlemen's  opinion.  Is  the  transition  of  Hong  Kong  next 
year  going  to  exactly  tell  us  where  our  policy  is  going  to  be  concern- 
ing China? 

Mr.  Pel  Let  me  just  start  off.  I  think  there  is  a  consensus  in  the 
China-watching  scholarly  community  that  the  Chinese  Government 
is  very  serious  about  engineering  a  smooth  takeover.  We  should 
give  the  Chinese  Grovernment  the  benefit  of  the  doubt  about  its  in- 
tention of  doing  a  good  job. 

There  is  serious  uncertainty,  however,  about  the  government's 
actual  ability  to  pull  off  a  smooth  transition  because  the  govern- 
ment is  not  really  very  well  informed  and  is  not  a  smooth  operator 
in  solving  actual  problems.  Here  I  think  high-level  communication 
and  avoidance  of  taking  a  confrontational  position  on  this  issue  are 
very  desirable. 

Mr.  Hudson.  From  my  discussions  with  business  leaders  in  Hong 
Kong,  many  of  whom  are  Chinese  and  very  wealthy,  they  have  al- 
ready forged  the  ties  with  China  to  ensure  that  it  is  going  to  go 
as  smoothly  as  can  be. 

There  are  going  to  be  some  things  that  happen  that  we  are  not 
going  to  particularly  like.  China  is  not  going  to  destroy  that  very, 
very  valuable  resource  they  have  with  Hong  Kong.  Their  attempts 
to  build  Shanghai  as  a  financial  alternative  to  Hong  Kong  are 
going,  but  they  cannot  possibly  get  to  the  same  level  of  capability. 

Mr.  Faleomavaega.  I  think  my  problem,  Mr.  Hudson,  is  what  if 
you  have  the  likes  of  Governor  Patton  taking  such  a  high  role  in 
declaring  the  Chinese  being  unfair  in  the  transition  and  the  British 
economic  interests  being  threatened?  Not  our  doing,  but  we  may 
have  to  acquiesce  to  the  British  interests  to  this  effect.  This  is  my 
concern. 

Mr.  Hudson.  Many  of  the  Chinese  people  in  Hong  Kong  are  not 
in  agreement  with  Governor  Patton's  approach. 
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Mr.  Faleomavaega.  I  think  this  is  going  to  be  a  real  serious 
matter  where  our  government's  position  is  going  to  be  because  of 
the  obvious  close  relationship  that  we  have  with  the  British  in  just 
about  everything  that  goes  on  in  our  foreign  policies. 

I  am  very  concerned  about  this  because  I  believe  if  British  eco- 
nomic interests  are  not  assured  or  not  protected,  they  are  going  to 
do  something  to  upset  this  transition. 

Mr.  Hudson.  I  do  not  think  there  is  a  threat  to  British  and 
American  interests  regarding  what  happens  in  Hong  Kong  as  much 
as  it  is  whether  the  legislative  council  is  going  to  stay  in  the  same 
form  and  power.  It  obviously  will  not.  That  is  one  of  the  conten- 
tious issues. 

Mr.  Faleomavaega.  So  full  speed  ahead,  regardless  of  what  the 
British  feel? 

Mr.  Hudson.  I  think  even  the  British  are  pragmatic  about  it 
when  you  talk  to  the  average  one  out  there  about  this  whole  thing. 

There  is  one  other  thing  I  would  like  to  point  out,  because  it  is 
a  very  good  question.  This  is  also  the  beacon  of  what  would  happen 
with  a  transition  of  Macau  into  China  and  the  Portuguese  interest 
there.  It  also  would  be  a  beacon  to  what  might  potentially  happen 
with  Taiwan  in  terms  of  its  potential  integration  into  China. 

The  Chinese  want  to  do  it  right,  and  I  think  they  are  trying  to 
do  everything  they  can  to  make  sure  they  understand  how  to  do  it. 
I  agree  with  Dr.  Pei.  They  may  not  know  all  the  things  that  need 
to  be  done  because  this  is  a  very  modern  economy,  but  I  think  they 
are  going  to  be  very  careful  about  how  they  do  this  because  it  por- 
tends exactly  what  will  happen  with  the  other  transitions. 

Mr.  Clarkson.  I  think  the  economic  integration  of  Hong  Kong 
and  the  People's  Republic  of  China  has  already  essentially  taken 
place.  The  issues  that  remain  are  the  ones  that  are  political  and 
judicial,  some  of  which  have  been  made  perhaps  more  difficult  by 
the  actions  of  the  United  Kingdom  over  the  last  4  or  5  years.  All 
of  a  sudden,  they  decided  this  really  ought  to  be  a  democracy  since 
we  are  leaving  now. 

I  agree  with  Dr.  Pei.  I  think  there  will  be  some  hiccoughs  in  the 
road.  They  will  do  their  best  to  control  it,  but  Hong  Kong  is  very 
intensely  populated,  very  densely  populated.  There  will  be  some 
demonstrations. 

The  way  I  have  heard  it,  the  British  want  to  have  a  big,  formal 
ceremony  at  noon  with  CNN  cameras  rolling. 

Mr.  Faleomavaega.  Colonialism  in  its  finest  hour. 

Mr.  Clarkson.  Right.  Exactly.  The  people  in  Beijing  would  like 
to  have  the  handover  take  place  at  midnight  in  a  dark  room  where 
nobody  knows  where  it  is. 

Mr.  Faleomavaega.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Roth.  I  want  to  thank  the  members  who  are  with  us  today. 
We  have  a  very  important  meeting,  and  that  is  why  some  of  our 
members  are  not  here. 

I  want  to  thank  Dr.  Pei,  Mr.  Hudson  and  Mr.  Clarkson  for  your 
excellent  testimony.  I  am  going  to  have  your  testimony  distributed 
to  all  of  our  members. 

Let  me  say  that  the  futurists  all  tell  us  that  the  next  century  is 
going  to  be  the  century  of  the  corporate  statesman.  When  I  listen 
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to  people  like  yourselves,  I  am  very  confident  that  the  21st  century 
is  going  to  be  a  great  century. 

If  it  is  the  century  of  the  corporate  statesman,  that  means  you 
have  more  responsibility  too,  does  it  not?  That  means  that  you  are 
the  politicians  of  the  21st  century. 

I  was  interested  when  Al  Checci,  CEO  of  Northwest  Airlines, 
went  back  to  Minneapolis.  He  and  his  wife  got  off  the  plane  after 
they  were  involved  with  Northwest.  All  the  flood  lights  were  on, 
and  he  said  to  his  wife  welcome  to  the  world  of  business. 

He  told  me,  and  I  believe  him.  He  said  what  the  Congressman 
is  today,  this  is  what  the  corporate  statesman  will  be  like,  the  cor- 
porate person  of  the  21st  century. 

I  am  very  pleased  with  the  testimony  we  had  today  because  I 
think  that  our  corporate  people  have  a  keen  sense  of  what  the  fu- 
ture is  going  to  be  and  can  adapt  to  it,  which  the  politician  cannot 
in  today's  world  because  we  are  basically  tied  to  the  bureaucracy. 

I  wish  you  the  very  best,  and  I  very  much  thank  you  for  being 
here  today  and  giving  us  the  benefit  of  your  insight. 

Thank  you. 

[Whereupon,  at  4:10  p.m.  the  subcommittees  were  adjourned.] 
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Manufacturing: 


I  []  e    Key   to    [  c  o  n  o  m  i  c   6  r  o  w  t  li 


►  The  United  States  was  rated  number  one  In  overall  global 
competitiveness  by  the  World  Economic  Forum  in  1994, 
and  again  in  1995. 

►  U.S.  manufacturmg  productivity  growth  averaged  more 
than  3  percent  over  the  list  decade,  compared  with  less 
than  1  percent  growth  in  the  rest  of  the  U.S.  economy. 

►  U.S.  manufacturings  direct  share  ot  the  Gross  Domestic 
Product  (GDP)  has  remained  remarkably  stable  at  20 
percent  to  23  percent  since  ^X■orld  VC'ar  II. 
Manufacturing's  share  ot  total  economic  production 
(GDP  plus  intermediate  activity)  is  nearly  one  third. 

►  A  change  in  manufacturing  output  of  $1  results 
in  a  total  increase  ot  output  throughout  the 
economv  of  $2.30. 


►  The  U.S.  share  of  world  exports  in  manutacturcd  goods  is 
now  12.9  percent,  up  trom  1  16  percent  10  vears  ago. 

►  .Manufacturing  provides  the  bulk  ot  technological 
advances  and  innovation  tor  the  economv. 
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Chairman  Roth,  Chairman  Bereuter,  I  commend  you  for  convening  this  hearing  on 
the  future  of  our  country's  commerce  with  the  People's  Republic  of  China.   The  issue  could 
hardly  be  more  important  or  more  urgent.     That  may  seem  a  strange  characterization  for  a 
subject  that  is  not  now  in  the  political  spotlight.    And  yet  I  believe  it  is  accurate.    In  any 
event,  in  light  of  China's  large  and  growing  economic  importance  to  American  companies,  I 
want  to  thank  you  most  sincerely  for  giving  me  and  the  NAM  this  opportunity  to  present  our 
views. 

As  important  as  China  is,  China-specific  policies  in  the  business  arena  are  almost 
certain  to  fail  unless  they  are  expressions  of  a  broad  and  broadly  shared  understanding  of  the 
role  of  American  companies  in  the  global  marketplace.    I  should  like  to  offer  NAM's  view 
on  the  essential  el^ements  of  that  understanding. 
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Also,  like  many  others,  the  NAM  believes  that  there  are  lessons  our  country  should 
have  learned  from  the  last  seven  years  of  experience  with  the  Jackson-Vanik  Amendment  as 
that  law  has  been  applied  to  China.    I  should  like  to  give  you  our  view  of  that  history. 

Finally,  we  have  recommendations  to  make  with  respect  to  the  China-specific  policies 
that  we  believe  are  most  likely  to  advance  American  commercial  interests  in  the  years  ahead. 

First,  though,  it  might  help  if  I  were  to  say  a  word  about  the  NAM  and  about  AMP 
Incorporated.    The  National  Association  of  Manufacturers  was  founded  in  Cincinnati,  Ohio, 
in  January  of  1895.   One  of  the  earliest  goals  of  the  Association  was  to  open  markets  in 
China  for  American  manufacturers.   Today,  the  NAM  is  one  of  the  nation's  premier  business 
organizations,  with  over  14,000  members  and  offices  throughout  the  United  States.    Helping 
American  companies  win  new  business  in  China  and  throughout  the  world  is  still  one  of  the 
NAM'S  goals. 

My  company,  AMP  Incorporated,  was  founded  in  1941  and  joined  the  NAM  in 
1944.    It  is  a  global  company  with  1995  sales  of  over  $5.2  billion.   Fifty-seven  percent  of 
that  $5.2  billion  was  earned  from  sales  outside  the  United  States.    Yet  56  percent  of  our 
42,000  employees  worldwide  are  here  in  America.    AMP's  headquarters  are  in  Harrisburg, 
Pennsylvania,  and  we  have  U.S.  facilities  in  14  other  states  as  well. 

AMP's  products  are  electrical  and  electronic  connectors  and  connections  systems  and 
the  tools  and  machinery  for  applying  them.    If  a  product  uses  electricity,  then  it  uses 
connectors.    Our  customers,  for  the  most  part,  are  manufacturers  of  just  such  products,  from 
automobiles  to  airplanes,  from  computers  to  dishwashers.    In  many  cases,  we  are  able  to 
supply  customers  locally.    So,  for  example,  we  provide  connectors  to  Japanese  customers 
from  our  facilides  in  Japan  and  to  German  customers  from  our  facilities  in  Germany. 
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Nevertheless,  there  is  a  lot  of  trade  in  connectors,  and  the  AMP  balance  of  trade  is 
quite  favorable  to  the  United  States.  We  export  roughly  six  times  as  much  as  we  import  in 
terms  of  the  value  of  the  products  involved. 

AMP  has  been  in  China  since  1991.    We  have  production  facilities  in  Shanghai  and 
Shunde,  with  an  additional  facility  just  getting  ready  to  come  on  stream  in  Qingdao.   These 
facilities  are  there  to  serve  the  computer,  automotive,  telecommunications,  networking  and 
power  and  utilities  industries.    At  present,  we  have  approximately  300  full-time  employees  in 
China  and  another  101  employees  in  Hong  Kong.   The  300  for  China  includes  both  the 
production  facilities  I  mentioned  as  well  as  AMP's  sales  offices  in  Beijing,  Shenzen, 
Quanzhou  and  Xian.   That  number  will  probably  grow  by  a  few  hundred  over  the  coming 
year.    The  people  who  work  in  our  Chinese  facilities  are  not  taking  jobs  away  from  workers 
in  Pennsylvania  or  the  Carolinas.   They  are  doing  work  that  has  to  be  done  in  China,  and  in 
doing  it  they  are  making  all  of  AMP  a  stronger  company.  In  fact,  part  of  our  challenge  is  to 
counter  moves  by  our  local  and  regional  competitors  in  Asia  and  thus  prevent  them  from 
being  able  to  challenge  AMP  in  the  United  States.     I  would  note  too  that  there  is  a  favorable 
trade  balance  between  our  U.S.  operations  and  China. 

AMP  is  involved  in  other  projects  in  China  as  well,  including  a  research  program  at 
Beijing  Universir\-.    This  involves  AMP-funded  scholarships,  and  the  research  is  directed  at 
problems  that  are  especially  acute  in  China.     For  example,  one  major  project  is  devoted  to 
learning  more  about  the  effects  of  dust  on  electrical  connectors.    Those  of  you  who  have 
visited  China  u-^  know  why  we  are  looking  into  that. 

AMP's  ir:\estments  in  China  are  investments  for  the  future.   Over  the  next  several 
years  China  w-Ll  pour  significant  resources  into  power  generation,  telecommunications  and 
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other  areas  where  AMP  can  contribute  products  and  expertise.    We  want  to  be  part  of  those 
China  markets  and  of  China's  continued  growth. 

U.S.  COMPANIES  AND  FOREIGN  MARKETS 

To  go  back  a  bit,  the  fact  that  57  percent  of  our  sales  are  outside  the  United  States  is  a 
statistic  worthy  of  a  moment's  reflection.   It  is  hard  to  think  of  a  large  American  company 
that  does  not  derive  a  significant  percent  of  its  revenue  from  foreign  sales.    For  General 
Electric,  it  is  38  percent.    For  IBM  it  is  55  to  60  percent;  for  Procter  and  Gamble  it  is  over 
50  percent  as  it  is  for  Caterpillar.    For  these  companies  and  many  others,  the  relative 
dependence  on  foreign  sales  is  a  multiple  of  what  it  was  a  decade  ago  and  a  fraction  of  what 
it  is  likely  to  be  a  decade  from  now. 

In  short,  Mr.  Chairman,  American  companies,  and  indeed  the  American  people,  have 
a  very  large  investment  in  the  ability  of  our  companies  to  succeed  in  foreign  markets.   The 
fact  that  U.S.  imports  and  exports  combined  are  now  equal  to  roughly  30  percent  of  U.S. 
GDP,  impressive  though  that  is,  still  understates  the  case  in  a  sense.   Another  way  to  think 
about  the  issue  is  to  contemplate  what  it  would  mean  if  the  revenue  of  the  Fortune  500  were 
cut  by  30  to  60  percent. 

And  yet  it  often  seems  that  American  policies  are  not  predicated  on  the  belief  that 
American  companies  need  to  be  successful  in  international  competition.    Rather,  the  driving 
assumption  seems  to  be  that  international  commerce  is  of  marginal  value  to  America,  more  a 
favor  we  do  for  others  than  an  imperative  that  we  undertake  for  our  own  well-being  and  our 
own  future. 
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Notwithstanding  the  need  for  some  export  controls  and  the  laudable  goals  behind  the 
newly  minted  sanctions  bills,  our  policies  in  these  areas  give  short  shrift  to  the  importance  of 
international  commerce  to  the  United  States.   The  Administration's  recommendation  that  the 
U.S.  Export  Import  Bank  not  assist  U.S.  companies  in  connection  with  China's  Three 
Gorges  Dam  project  bespeaks  the  same  lack  of  appreciation  of  the  need  for  American 
companies  to  be  able  to  compete  effectively  in  international  markets.    I  would  add  that  the 
consequences  of  decisions  like  this  reach  far  into  the  future.   The  buyer  who  goes  to  a  U.S. 
rival  originally  is  likely  to  go  back  again  and  again  for  replacement  equipment,  spare  parts 
and  training.    As  a  result,  business  that  might  have  kept  Americans  at  work  for  many  years 
goes  to  foreign  competitors  instead. 

*«* 

These  critiques  of  U.S.  policies  by  U.S.  business  are,  I  am  sure,  familiar  to  most  of 
the  Members  of  these  Subcommittees  and  to  many  others  in  Congress  as  well.    I  suspect  you 
sometimes  wonder  whether  those  of  us  in  the  business  community  see  any  relationship  at  all 
between  the  activities  of  American  companies  abroad  and  other,  non-economic  policy 
interests  that  our  country  has  in  various  parts  of  the  world.   We  do. 

Clearly,  the  greater  the  economic  involvement  the  United  States  has  with  another 
country,  the  more  influence  we  have.    But  it  is  influence  of  a  special  kind,  and  it  can  be 
easily  lost  if  it  is  improperly  used.    Other  countries  simply  will  not  tolerate  regular,  overt 
interference  in  their  societies  by  U.S.  leaders  brandishing  economic  threats.   Thus,  frequent 
or  casual  use  of  U.S.  economic  power  in  today's  world  rapidly  diminishes  such  power. 
When  large  issues  are  at  stake,  however,  one  can  be  sure  that  other  governments  themselves 
will  take  into  account  the  economic  leverage  that  the  United  States  may  have  as  a  result  of 
the  international  activities  of  U.S.  companies. 
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The  argument  here  is  that  policy  makers  should  regard  the  foreign  commerce  of 
American  firms  as  a  long-term  investment.   Given  time,  these  investments  can  positively 
affect  the  relationship  between  the  United  States  and  others,  but  they  cannot  be  bartered  away 
for  short  term  policy  objectives.   To  do  so  is  to  treat  the  family  savings  account  like  petty 
cash,  with  all  of  the  unhappy  implications  such  behavior  has  for  the  family  or  the  country. 

This  does  not  mean  that  the  U.S.  Government  should  not  vigorously  defend  U.S. 
commercial  interests  when  commercial  disputes  arise.    Tough  actions,  such  as  the  IPR 
sanctions  against  China  that  were  threatened  earlier  this  year,  are  often  a  necessary  part  of 
international  commercial  politics.   Defending  one's  commercial  interests  and  the  integrity  of 
agreements,  however,  is  quite  different  from  demanding  immediate  social  and  political 
change  for  the  privilege  of  trading  with  the  United  States. 

U.S.  COMPANIES  AND  CHINA 

There  are  three  points  especially  that  we  hope  you  will  consider  when  you  make  decisions 
about  China.    Tbey  are  these: 

•  China  is  important  to  the  U.S.  economy, 

•  American  business  is  a  positive  force  in  China,  and 

•  The  importance  of  Sino-American  economic  relations  will  increase  dramatically 
when  Hong  Kong  passes  from  British  to  Chinese  rule. 

I  have  already  discussed  briefly  our  view  that  China  is  important  to  the  U.S.  economy.   A 
further  word  oc  die  second  point  —  the  positive  contribution  that  American  companies  make 
in  China  —  rnav  be  in  order. 
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In  short,  U.S.  companies  in  China  employ  large  numbers  of  Chinese.    These  people 
are  working  with  Americans  every  day,  interacting  with  us  by  e-mail,  fax,  and  telephone  as 
well  as  in  face-to-face  settings.    If  we  wish  to  share  our  values  with  people  in  China,  there  is 
no  more  effective  way  of  doing  that  than  working  with  them.   The  Chinese  who  work  for 
American  firms  enjoy  a  comparatively  high  standard  of  living,  and  they  gain  an  important 
measure  of  personal  independence. 

Moreover,  my  company  and  other  American  companies  are  exemplars  in  adherence  to 
worker  safety  and  environmental  protection  standards,  and  our  work  in  these  <u'eas  has 
beneficijil  effects  on  the  practices  of  Chinese  firms.    The  American  commercial  presence 
helps  Chinese  managers  to  become  familiar  with  important  workplace  standards,  and  it  helps 
introduce  the  rule  of  law. 

When  people  talk  about  human  conditions  in  China,  American  companies  think  of 
their  own  employees  there  and  wonder  how  they  would  be  affected  by  the  end  of  MFN  and 
the  1979  trade  agreement  with  China  or  by  some  other  serious  disruption  in  U.S. -China  trade 
relations. 

CBONA  AND  THE  JACKSON- VANIK  AMENDMENT 

The  NAM  has  done  two  reports  in  the  last  two  years  on  China,  U.S.  companies,  and  the 
Jackson- Vanik  Amendment.    I  believe  copies  of  this  year's  report  were  sent  to  every  member 
of  the  House.    It  is  an  excellent  effort,  and  I  commend  it  to  you.    Here,  however,  I  would 
like  to  quote  from  the  1994  NAM  report.  The  United  States  and  China,  Valuing  The 
Relationship,  which  provides  a  brief  overview  of  the  relevance  of  the  Jackson- Vanik 
Amendment  to  our  current  trade  with  China: 
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Because  China  and  the  United  States  were  barely  speaking  in  1974,  much 
less  trading  in  significant  quantities,  China  was  caught  by  the  Jackson- Vanik 
Amendment  to  the  1974  Trade  Act.  The  clear  goal  of  the  amendment  was  to 
persuade  the  Soviet  Union,  a  country  that  no  longer  exists,  to  remove  barriers 
to  the  emigration  of  Soviet  Jews.  When  the  United  States  and  China 
negotiated  a  trade  agreement  in  1979,  both  sides  understood  that,  in  a  formal 
sense,  the  Jackson-Vanik  Amendment  would  apply  to  China. 

For  a  decade,  though,  neither  country  regarded  this  U.S.  law  aimed  at  the 
Soviet  Union  as  an  obstacle  or  even  particularly  relevant,  not,  that  is,  until  the 
events  in  Tiananmen  Square  in  June  1989.   From  1980  until  1989,  the 
President  routinely  approved  and  forwarded  to  Congress  the  required  waiver, 
which  enabled  U.S. -China  trade  to  grow,  largely  uninterrupted  by  politics  in 
the  first  decade  of  the  U.S. -China  trade  agreement. 

The  President's  Jackson-Vanik  decision  for  1989  had  already  been  made  by 
the  early  morning  of  June  3,  when  Chinese  troops  moved  into  Tiananmen 
Square  and  massacred  hundreds.    Ever  since  then,  however,  the  granting  of  a 
Jackson-Vanik  waiver  for  China  has  been  a  major  political  event  in  the  United 
States.    The  issue  ...  has  not  been  simply  emigration  policy,  the  only  subject 
of  the  Jackson-Vanik  amendment.   The  issue  in  the  United  States  has  been  the 
broader  one  of  China's  human  rights  policies  and  human  rights  record  in 
general. 


More  accurately,  the  annual  U.S.  debate  about  the  President's  Jackson-Vanik  waiver 
for  China  has  encouraged  a  wide  variety  of  interests  to  suggest  that  further  trade  with  that 
country  should  be  held  hostage  to  a  laundry  list  of  U.S.  demands.    Wisely,  the  Congress  has 
consistently  rejected  this  course.   This  year,  the  House  did  so  by  the  impressive  margin  of 
286  to  141. 

For  myself  and  for  the  NAM,  I  would  like  to  thank  both  of  the  Subcommittee 
chairmen  who  are  presiding  at  this  hearing  for  their  votes  on  H.J.  Res  182,  a  bill 
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"Disapproving  of  most-favored-nation  treatment  to  the  products  of  the  People's  Republic  of 
China."    Indeed,  we  thank  every  Member  who  voted  against  that  resolution  and  in  favor  of 
continued  trade  with  China.    I  believe  that  this  was  the  first  time  since  1990  that  the  critical 
vote  on  the  MFN  issue  was  the  vote  on  the  statutorily  prescribed  resolution  of  disapproval  of 
the  President's  Jackson- Vanik  waiver.    Last  year,  for  example,  the  more  significant  vote  was 
the  vote  on  the  "China  Policy  Act  of  1995,"  which  had  been  offered  by  you,  Chairman 
Bereuter,  and  which  both  you  and  Chairman  Roth  supported.    It  is  a  tribute  to  the  chairmen 
of  these  two  subcommittees  that  the  1995  MFN  issue  was  managed  as  successfully  as  it  was. 
It  is  an  encouraging  development  in  the  evolution  of  the  issue  that  the  pro-MFN  managers  of 
the  issue  did  not  see  the  need  for  a  separate  bill  this  year  and  further  that  they  were  able  to 
muster  such  a  strong  vote  —  286  to  141  —  in  favor  of  continuing  the  MFN-relationship 
between  the  United  States  and  China. 

We  should  not  be  lulled  into  believing,  however,  that,  because  MFN  for  China  has  so 
far  been  consistently  sustained,  that  the  annual  debate  over  U.S.  trade  with  China  is  a 
harmless  one.    It  is  not.    At  the  very  least,  it  has  introduced  a  costly  cyclicality  into  our 
commercial  relations  with  China.    When  threatened  with  the  withdrawal  of  MFN,  i.e., 
normal  tariff  rates,  China  responds  with  actions  designed  to  show  the  United  States  that  it 
has  alternative  sources  of  supply  for  the  things  it  buys  from  the  United  States. 

The  process  has  made  American  firms  hostages  of  the  vagaries  in  Sino-American 
government  relations,  and  it  has  led  the  Chinese,  understandably,  to  regard  U.S.  firms  as 
less  reliable  suppliers  than  others.     Finally,  the  annual  MFN-renewal  exercise  inhibits 
American  companies  from  pursuing  long-term  strategies  for  China. 
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The  highly  publicized  purchase  this  past  April  of  30  A320s  from  Airbus  Industrie  by 
the  China  Aviation  Supply  Corporation  may  be  the  most  recent,  vivid  example  of  this  kind  of 
cyclicality.    I  am  not  arguing  that  China  should  not  buy  aircraft  from  Airbus.   I  am  saying, 
though,  that  there  is  something  wrong  when  a  predictable,  even  if  unintended,  consequence 
of  U.S.  policy  is  to  encourage  them  to  do  so. 

More  broadly,  I  would  submit  that  it  is  simply  inappropriate  for  America's 
commercial  relations  with  China  to  be  so  strongly  influenced  by  the  provisions  of  a  law  that 
was  aimed  almost  exclusively  at  a  country  that  no  longer  exists  and  at  a  problem  that  is  not 
particularly  relevant  to  China.   The  absurdity  of  this  situation  is  underscored  by  the  fact  that 
even  the  legislative  process  contemplated  by  this  law  has  since  been  found  to  be 
unconstitutional  by  the  U.S.  Supreme  Court.'   As  you  know,  the  original  version  of  the 
Trade  Act  of  1974  provided  for  the  reversal  of  Presidential  decisions  in  this  area  by  a  simple 
majority  of  either  house  of  Congress.   Today,  however,  it  would  take  a  two-thirds  majority 
of  both  Houses  to  reverse  a  Presidential  Jackson- Vanik  waiver,  so  long  as  the  President 
adhered  to  his  own  determination. 

The  National  Association  of  Manufacturers  has  for  some  time  believed  that  the 
Jackson- Vanik  Amendment  should  be  repealed.    I  appreciate,  Mr.  Chairman,  that  that  is  a 
tall  order  and  that  there  are  a  number  of  issues  that  would  need  to  enter  into  your 
deliberations  on  this  subject.    Perhaps,  at  the  end  of  the  day,  some  other  course  of  action 
may  seem  more  appropriate.   Whatever  that  course  is,  we  need  to  find  it  soon.   I  hope, 
therefore,  Mr.  Chairman,  that  today's  hearing  will  mark  the  beginning  of  a  major  effort  by 
Congress  to  find  better  mechanisms  for  managing  our  trade  with  China. 


The  Immigration  and  Naturalization  Service  v.  Chadha,  462  USC  919  (1983). 
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THE  NORMALIZATION  PROJECT 

In  one  sense,  these  comments  barely  scratch  the  surface  of  our  concerns  with  respect  to 
America's  commerce  with  China.    Like  a  number  of  NAM  companies,  AMP  is  involved  in 
the  effort  to  explain  to  our  employees  and  our  fellow  citizens  why  it  is  important  for  our 
company  and  our  country  to  build  a  solid,  mutually  beneficial  trading  relationship  with 
China.    Rephrased,  the  goal  of  this  project  is  a  normal  commercial  relationship  with  China. 

Often  we  translate  MFN  to  mean  normal  trade,  but  in  fact  MFN  is  only  the  first  step 
in  a  normal  commercial  relationship.    Other  elements  include  bringing  China  into  the  World 
Trade  Organization  on  terms  that  are  commercially  acceptable,  liberalization  of  the  export 
control  laws  that  apply  to  China,  and  an  end  to  the  sanctions  that  the  United  States  imposed 
on  China  after  the  1989  Tiananmen  Square  tragedy. 

Achieving  these  goals  will  require  changes  in  China  as  well  as  in  the  United  States. 
China  is  far  from  having  a  proposal  for  its  admission  into  the  World  Trade  Organization  that 
either  the  United  States  or  the  other  members  of  the  WTO  should  accept.   The  proposal  that 
can  be  accepted  will  need  to  include,  for  example,  a  genuine  commitment  to  national 
treatment  in  China.    That  is,  a  commitment  by  the  Chinese  government  to  give  U.S.  and 
other  foreign  companies  operating  in  China  the  same  privileges  that  are  afforded  to  Chinese 
companies,  and  assurances  that,  except  for  tariffs,  there  will  be  no  discrimination  among  the 
products  that  circulate  in  China. 

As  for  tariffs,  it  is  appropriate  for  the  United  States  and  others  to  insist  on  significant 
reductions  in  China's  tariffs  as  a  condition  of  entry  into  the  World  Trade  Organization.    The 
fact  is  that  China  did  not  participate  in  the  last  eight  rounds  of  GATT/WTO  tariff-cutting 
negotiations,  and  China's  is  far  too  important  an  economy  for  that  fact  to  be  ignored  in  our 
discussions  with  China  over  its  application  for  WTO  membership. 
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Assuming  good  faith  on  everyone's  part,  and  I  do,  these  obstacles  can  be  overcome. 
I  hope  they  will  be.    Both  China  and  its  trading  partners  —  including  the  United  States  — 
will  benefit  greatly  from  China's  membership  in  the  World  Trade  Organization. 

Even  after  China  becomes  a  member  of  the  WTO,  the  United  States  will  have  trade 
disputes  with  China.    Inevitably,  commerce  involves  a  certain  number  of  disputes.    We  have 
them  with  Canada  and  Germany,  and  we  will  have  them  with  China.    The  NAM  is 
convinced,  however,  that  future  trade  disputes  with  China  will  be  much  more  manageable, 
more  easily  resolved,  and  less  threatening  to  the  overall  U.S. -China  relationship  if  they  occur 
within  the  context  of  the  World  Trade  Organization.   There  they  can  be  judged  by  experts 
from  third  countries  and  handled  as  something  other  than  a  test  of  wills  between  great 
powers. 

Obvious  as  this  reasoning  may  sound,  it  is  nevertheless  somewhat  controversial.   The 
United  States  could  allow  China  to  join  the  WTO  but  decide  that  its  own  relationship  with 
China  should  be  governed,  not  by  the  World  Trade  Organization  but,  by  the  current  bilateral 
agreement.    The  U.S.  Government  could  achieve  such  a  result  by  invoking  the  WTO  article 
for  non-application  of  the  GATTAVTO  between  two  members  of  the  WTO. 

This  course  is  possible  and  has  been  talked  about  in  the  past.   From  our  perspective, 
it  would  be  a  tragedy  if  it  were  pursued.   The  NAM  expects  that  the  United  States  will  only 
agree  to  China's  membership  in  the  WTO  if  the  Chinese  commit  themselves  to  a  realistic 
protocol  of  accession.    If  they  do  so,  we  would  want  our  country  to  have  all  of  the  benefits 
of  those  commitments,  including  the  benefit  of  resolving  disputes  with  China  inside  the 
WTO.    That  will  only  be  possible  if  the  United  States  applies  the  WTO  to  China. 
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Technical  as  these  issues  may  seem,  Mr.  Chairman,  I  urge  you  and  your  colleagues  to 
consider  them  carefully  in  the  months  ahead,  as  you  review  the  essential  elements  of  U.S. 
commercial  policy  towards  China.   On  behalf  of  the  NAM,  I  would  also  ask  you  again  to 
keep  the  following  two  familiar  thoughts  firmly  in  mind  throughout  this  review  process: 
China  is  important  to  the  U.S.  economy,  and  U.S.  companies  play  a  positive  role  in  China. 

In  the  hope  that  Congress  will  legislate  in  this  area  next  year,  I  would  make  one  last 
request:    Please  do  not  try  to  micromanage  this  critical  relationship  between  the  United  States 
and  China.    In  offering  this  suggestion,  I  am  concerned  about  two  things.    The  first  is  that 
highly  specific  legislation  has  the  potential  for  creating  very  large  problems  in  the 
relationship  as  a  consequence  of  legislative  efforts  to  address  relatively  smaller  difficulties. 
The  second  is  that  the  President  —  any  President  —  will  need  significant  flexibility  in  dealing 
with  the  controversies  that  will  inevitably  arise  between  the  United  States  and  China  over  the 
next  several  years.   This  is  not  a  relationship  that  we  can  afford  to  put  on  automatic  pilot. 

CONCLUSION 

Chairman  Roth,  Chairman  Bereuter,  Members  of  these  Subcommittees,  in  these  remarks,  I 
have  touched  on  only  a  very  small  proportion  of  the  difficulties  we  can  expect  to  encounter 
in  the  U.S. -China  relationship  generally  and  the  commercial  relationship  with  China 
specifically.    Two  others  I  would  like  to  mention  are  i)  the  regular  and  disturbing  growth  in 
our  trade  deficit  with  China  and  ii)  the  justifiable  apprehension  that  the  transfer  of 
sovereignty  over  Hong  Kong  from  the  United  Kingdom  to  China  will  generate  a  certain 
number  of  new  difficulties  in  Hong  Kong  and  new  points  of  controversy  between  China  and 
the  United  States. 


-  13  - 


44 


The  larger  trends,  however,  are  very  positive.    Whether  one  is  chronicling  GDP 
growth  or  the  treatment  of  dissidents,  China  has  made  enormous  progress  towards 
international  norms  and  a  better  life  for  its  people  since  its  decision  in  1979  to  move  towards 
a  more  open,  more  market-oriented  society.    In  the  same  period,  we  have  seen  an  explosion 
of  business  opportunities  in  China  which  American  companies  cannot  ignore. 

I  would  also  note  for  the  Subcommittees  that  the  foreign  currency  reserves  of  Hong 
Kong  and  China  combined  total  well  over  $100  billion,  placing  China  behind  only  Japan  for 
this  important  indicator  of  economic  might. 

As  for  the  most  recent  developments,  I  believe  they  too  have  been  more  positive  than 
negative.    Here  I  have  in  mind,  for  example,  China's  commitment  earlier  this  year  to  tough, 
new  obligations  with  respect  to  the  protection  of  intellectual  property  rights;  Congress's 
strong  expression  of  support  in  June  for  continuation  of  the  MFN  relationship  with  China; 
and  the  indications  we  have  had  recently  that  both  Washington  and  Beijing  may  be  interested 
in  seriously  addressing  the  obstacles  to  China's  membership  in  the  World  Trade 
Organization. 

The  challenge  for  all  of  us  is  to  keep  the  good  news  coming  while  responding  but  not 
overreacting  to  the  bad.   We  believe  that  a  serious  effort  to  create  a  genuinely  normal 
commercial  relationship  with  China  is  one  of  the  best  tools  we  have  for  doing  that. 

Thank  you. 


NAM 
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Testimony  of  Lawrence  W.  Clarkson 

Senior  Vice  President 

The  Boeing  Company 

Before  the  Subcommittee  on  Asia  and  the  Paciflc  and  The 

Subcommittee  on  International  Economic  Policy  and  Trade  of 

The  House  Committee  on  International  Relations 

September  19,  1996 

Mr.  Chairmen.  Members  of  the  Subcommittee... 

Good  afternoon.  My  name  is  Larry  Clarkson.  I  am  the  Senior  Vice  President  for  Planning 
and  International  Development  at  The  Boeing  Company.  I  am  pleased  to  be  here  today  to 
provide  the  views  of  The  Boeing  Company  on  what  is  indisputably  one  of  the  issues  that 
will  most  dramatically  affect  our  future  competitiveness  —  namely  the  future  of  U.S. -China 
commercial  relations.  While  I  am  testifying  on  behalf  of  The  Boeing  Company,  I  would 
like  to  note  that  I  am  also  wearing  my  hat  as  a  Member  of  the  Executive  Comiruttee  of  the 
U.S. -China  Business  Council,  the  principal  organization  of  American  companies  engaged 
in  trade  and  investment  with  China.  I  also  have  the  pleasure  of  serving  on  NAM's  Board 
of  Directors  with  Bill  Hudson. 

Chairman  Roth,  Chairman  Bereuter,  1  want  to  underscore  Bill  Hudson's  acknowledgement 
of  the  strong  leadership  you  both  exerted  on  the  issue  of  the  annual  renewal  of  MR^ 
trading  status  for  China.  The  impressive  vote  in  June  reflected  your  efforts  and  the  support 
of  a  majority  of  both  Subcommittees  membership.  Chairman  Bereuter,  I  also  want  to 
commend  you  for  your  bold  statement  before  the  National  Association  of  Manufacturers  on 
the  need  to  move  beyond  the  divisive  MFN  debate.  It  was  a  clanon  call  for  action  by  the 
business  community,  opinion  leaders  and  the  American  public,  which  I  can  assure  you  did 
not  fall  on  deaf  ears. 

I  would  like  to  put  my  remarks  about  China  within  the  broader  context  of  who  we  are  at 
The  Boeing  Company.  Sales  last  year  were  more  than  S25  billion.  Today,  Boeing  directly 
employs  approximately  1 10,000  people,  most  of  whom  are  located  in  Washington  State, 
Kansas.  Pennsylvania  and  Alabama.  Those  numbers  are  growing,  given  the  enormous 
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demand  for  commercial  jet  aircraft.  Of  these  employees,  approximately  70,000  are  directly 
involved  in  the  design,  development,  production  and  marketing  of  Boeing's  full  family  of 
commercial  aircraft,  which  includes  the  737,  the  747,  the  757,  the  767  and  our  latest 
model,  the  777. 

The  Boeing  Company  and  China:  25  Years  and  Counting 

The  Boeing  Company's  most  important  challenge  today  is  maintaining  access  to  the  global 
market,  including  the  worlds'  fastest-growing  market.  China.  Exporting  is  not  a  luxury  for 
Boeing,  it  is  our  lifeblood.  Unless  we  sell  overseas,  we  cannot  generate  the  billions  of 
dollars  of  revenues  required  for  us  to  design,  produce  and  sell  our  products.  Today, 
Boeing  is  in  the  enviable  position  of  being  one  of  this  nation's  premier  exporters, 
delivering  most  of  the  aircraft  we  produce  to  international  customers.  Our  20  year  forecast 
is  that  70  percent  of  a  rapidly  growing  market  for  commercial  jet  transpons  will  go  to 
international  customers. 

China  is  the  largest  and  fastest  growing  international  jetliner  market.  We  estimate  that  over 
the  next  twenty  years  China's  two  dozen  airlines  will  need  more  than  $140  billion  in  new 
jet  transports.  To  put  this  in  perspective.  China  alone  is  expected  to  purchase  twice  as 
many  aircraft  as  the  next  largest  international  customer  -  the  former  Soviet  Union  —  and 
close  to  three  times  the  procurement  of  Japan,  which  has  historically  been  our  largest 
intemational  customer. 

Today,  aidines  in  China  operate  more  than  240  Boeing  airplanes.  Earlier  this  year,  we 
achieved  a  significant  milestone  when  we  delivered  our  first  777  to  China  Southern 
Aidines.  With  that  delivery,  every  member  of  Boeing's  full  family  of  commercial  jets  is 
now  in  service  in  China. 

We  are  proud  of  the  role  that  we  have  played  in  bringing  the  magic  of  flight  to  ever- 
increasing  numbers  of  Chinese  citizens.  There  is  no  doubt  that  perspectives  have  widened 
and  we  believe  that  Chinese  lives  have  been  ennched  as  a  result  of  Boeing's  involvement  in 
China.  Transportation  has.  and  will  continue  to  play,  a  major  role  in  opening  up  China  and 
exposing  the  Chinese  people  to  western  culture  and  western  ways  of  doing  business. 
Engagement  can  work  -  if  we  are  provided  the  opportunity  to  engage. 
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This  year,  The  Boeing  Company  is  celebrating  25  years  of  working  together  with  China. 
That  relationship  began  with  the  purchase  of  10-707s  in  1972  --  a  sale  that  was 
consummated  shortly  after  President  Nixon  s  historic  visit  to  China  --  and  has  broadened 
and  deepened  throughout  the  years. 

The  China  Market:  The  Battlefield  for  Civil  Aircraft  Competitiveness 

Despite  our  successful  history  in  China,  we  face  an  uphill  battle  in  maintaining  a  strong 
presence  in  this  critical  market.  The  U.S.  and  European  civil  aircraft  industries  recognize 
that  China  is  the  economic  battlefield  on  which  the  future  competitiveness  of  the  industry 
could  be  defined.  If  Airbus  Industrie  can  capture  the  China  market,  its  goal  of  global 
market  domination  is  enhanced  significantly.    If  the  United  States  maintains  the  lion's 
share  of  this  market,  our  competitiveness  will  be  better  assured. 

Airbus  Industrie,  and  the  European  governments  that  support  Airbus,  clearly  understand 
the  linkages  between  Airbus  Industne"s  competitiveness  and  access  to  the  China  market. 
As  a  consequence  Europe's  trade  and  economic  policies  toward  China  have  historically 
been  more  stable  and  predictable.  There  is  no  annual  debate  over  extending  MFN  trading 
status  to  China.  China  is  extended  the  same  "standard"  tanff  treatment  equal  to  that  of 
other  trading  partners  --  no  better,  no  worse.  Trade  disputes  are  handled  in  a  less 
confrontational  environment  that  is  typically  more  conducive  to  finding  common  ground. 

The  contrast  between  U.S.  and  European  policies  has  not  gone  unnoticed  in  Beijing. 
Earlier  this  year,  China  ordered  S 1 .5  billion  in  Airbus  aircraft  —  a  clear  signal  that  China 
appreciates  the  stability  and  predictability  of  Europe's  policy. 

Mr.  Chairman,  there  is  no  doubt  in  our  mind  that  our  ability  to  sell  in  China  would  be 
dramatically  improved  if  U.S.  commercial  policy  toward  China  was  more  stable  and 
predictable  as  well.  The  logic  is  simple  —  stability  and  predictability  in  the  relationship 
means  fewer  reasons  for  the  Chinese  government  to  slow  down  the  procurement  process. 
Today,  we  have  more  than  S6  billion  in  Chinese  airlines  orders  outstanding  --  many  of 
which  are  close  to  being  consummated.  Because  of  the  key  role  of  the  Chinese  government 
in  airline  purchases,  it  is  understandable  why  our  sales  have  not  been  finalized.  It  would 
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be  difficult  --  and  perhaps  imprudent  —  for  any  government  to  announce  multi-billion 
procurements  when  U.S.  economic  sanctions  were  pending,  we  were  at  the  brink  of  a  trade 
war,  or  it  faced  the  prospect  of  prohibitively  high  tariffs  that  would  stop  imports  into  the 
United  States  market,  and  reduce  China's  ability  to  pay  for  Boeing  airplanes. 


An  Unpredictable  Commercial  Relationship 

Mr.  Chairman,  the  current  unpredictable  state  of  U.S. -China  commercial  relations  is  the 
direct  consequence  of  a  lack  of  a  solid  underpmning  for  U.S.-China  commercial  policy. 
Unfortunately  the  policy  rests  on  a  number  of  dated  concepts.  From  a  historical  context, 
the  dramatic  decision  to  extend  MFN  to  communist  countries  under  certain  conditions  (the 
1974  Jackson  Vanik  amendment)  was  clearly  a  breakthrough  in  establishing  the  terms 
under  which  the  U.S.-China  commercial  relationship  could  move  forward.  After 
normalization  of  the  relationship  in  1978,  the  United  States  negotiated  a  bilateral  trade 
agreement  with  China.  In  1979  President  Carter  granted  a  waiver  from  Jackson-Vanik 
requirements,  and  MRnI  tariff  treatment  was  extended  to  China.  This  evolution  of  U.S.- 
China commercial  policy  coincided  with  the  dramatic  reforms  then  being  promulgated  by 
Chinese  Vice  Premier  Deng  Xiaoping.  There  is  little  doubt  that  these  U.S.  steps  furthered 
the  economic  and  political  relationship  between  two  important  countries  and  reinforced 
Deng's  vision  of  a  more  market-oriented,  globally-oriented  China. 

Today  we  need  to  reexamine  the  foundation  of  U.S.-China  commercial  policy  —  and  bnng 
it  up  to  date.  The  stakes  for  the  United  States  and  China  could  not  be  higher.    Today, 
China  is  the  fastest  growing  U.S.  export  market.  U.S.  exports  to  China  in  1995  increased 
by  more  than  25  percent  over  1994  levels.  U.S.  investment  in  China  totals  more  than  $20 
billion.  Hundreds  of  thousands  of  U.S.  jobs  can  be  attributed  to  trade  with  the  PRC. 
China  has  become  an  important  supplier  to  U.S.  markets  in  a  wide  variety  of  consumer  and 
light  industrial  goods.  And  a  large  and  constantly  increasing  number  of  U.S.  firms,  like 
The  Boeing  Company  and  its  thousands  of  suppliers  across  America,  now  consider 
successful  business  relations  to  be  essential  to  their  long-term  global  competitiveness. 
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Commercial  Normalization  --  The  Time  Has  Come 

Against  this  backdrop,  the  need  for  a  normal  U.S. -China  commercial  relationship  becomes 
all  the  more  apparent  and  necessary. 

When  I  speak  about  commercial  normalization,  I  am  referring  to  two  sets  of  policy 
objectives  that  would  recharactenze  U.S. -China  economic  relations.  The  first  would  be  to 
end  the  annual,  divisive  debate  over  China's  MFN  trading  status  and  grant  such  trading 
status  permanently.  The  second  would  be  to  complement  the  current  bilateral  trade 
relationship  with  a  multilateral  relationship  and  multilateral  dispute  settlement. 

Commercial  normalization  with  China  will  not  be  easy  to  achieve.  It  involves  changing, 
rather  than  maintaining  the  status  quo.  It  involves  weathenng  criticism  that  we  are 
rewarding  China.  Despite  the  obstacles,  commercial  normalization  is  the  right  thing  to  do 
—  for  American  firms,  American  workers,  and  American  children  whose  economic  and 
security  needs  can  be  better  safeguarded  by  a  China  that  abides  by  international  rules,  rather 
than  by  operating  outside  of  the  system. 

People  across  the  United  States  must  understand  that  permanent  MFN  for  China  is  not  a 
gift  that  we  bestow  upon  the  Chinese  for  good  behavior.  Permanent  MFN  is  standard  tariff 
treatment  that  the  United  States  extends  to  virtually  every  other  country.  The  threat  of 
withdrawing  MFN  -  which  even  its  critics  acknowledge  is  inadequate  to  address  U.S.- 
China problems  —  only  serves  to  poison  U.S. -China  relations,  stymies  quiet  and  more 
effective  diplomatic  efforts  to  address  the  many  outstanding  issues  between  our  two 
countries,  and  places  important  U.S.  business  interests  and  the  jobs  of  Americans  at  risk. 
Permanent  MFN  for  China  is  in  our  national  interest  because  we,  as  an  nation  of  producers 
and  consumers,  benefit  greatly  from  China  trade,  and  the  stability  of  permanent  MFN  will 
further  promote  the  development  of  our  commercial  relations. 
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We  also  believe  it  is  important  that  the  American  people  more  clearly  understand  the 
benefits  of  having  China  become  a  full  member  of  the  international  trade  regime,  the  World 
Trading  Organization.  It  makes  little  sense  to  have  a  growing  economic  superpower 
operating  outside  of  the  rules  that  everyone  else  is  bound  by.    I  am  not  arguing  that 
China's  accession  be  merely  a  political  decision.  It  cannot  be.  We  all  worked  too  hard  to 
strengthen  the  GATT  system  through  the  Uruguay  Round  negotiations.  We  must  begin  to 
more  clearly  outline  the  benefits  of  having  China  in  the  WTO  as  well  as  the  obligations  that 
China  will  have  to  live  by  as  a  member  of  the  WTO. 

Many  in  the  United  States  are  fearful  about  China's  emerging  economic  superpower  status 
and  its  effect  on  American  competitiveness  and  U.S.  jobs.  These  concerns  must  be 
addressed.  But,  we  must  also  acknowledge  and  accommodate  China's  concerns  that  their 
WTO  accession  be  undertaken  in  a  manner  to  avoid  the  economic  and  social  dislocation  that 
too  rapid  a  movement  toward  a  market  economy  might  entail.  And  we  must  agree  that  once 
the  arduous  process  of  China's  WTO  protocol  is  completed  and  the  rules  are  in  place,  the 
United  States  will  pursue  trade  issues  governed  by  the  WTO  through  the  WTO  mechanisms 
designed  to  address  these  issues. 

Mr.  Chairman,  I  have  outlined  for  the  Subcommittee  today,  what  we  believe  is  a  sound, 
forward  looking  policy  in  the  area  of  U.S. -China  commercial  relations.  It  is  a  policy  that 
would  reinforce  this  nation's  histonc  commitment  to  the  policy  of  engagement  with  China 
and  increase  the  chances  that  engagement  will  yield  the  handsome  benefits  it  is  intended  to 
achieve.    I  have  pledged  Boeing's  efforts  and  those  of  many  in  the  business  community 
who  are  working  to  normalize  U.S. -China  commercial  relations. 

While  commercial  normalization  is  clearly  in  the  interests  of  U.S.  firms  and  workers,  I  am 
also  realistic  enough  to  understand  that  this  policy  shift  depends  upon  China's  actions  as 
well.  As  we  move  forward  to  strengthen  the  economic  relationship,  China  too  will  need  to 
demonstrate  the  importance  it  attaches  to  such  an  improved  relationship  —  in  deeds  and  in 
words. 

While  we  debate  the  future  of  U.S. -China  commercial  relations  today  here  in  Washington, 
D.C.,  we  can  imagine  a  similar  debate  ongoing  in  Beijing.  The  debate  like  our  debate,  will 
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likely  be  between  those  who  want  to  become  more  integrated  into  the  global  economy  and 
those  who  would  build  walls.  Messieurs  Chairmen,  just  as  political  normalization  and  the 
economic  benefits  that  followed  reinforced  Chinese  President  Deng's  efforts  toward  China 
global  integration,  your  forward  movement  on  commercial  normalization  could  reinforce 
China's  pro-trade,  market-onented  reforms.  It  could,  in  fact,  be  a  decisive  moment  in 
helpmg  to  build  relationships  to  ensure  thai  the  China  of  the  future  is  a  strong  ally  and  a  fair 
and  respected  trading  partner  of  the  United  States. 

Thank  you. 
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Mr.  Chairman  and  members  of  the  committee: 

I  want  to  thank  you  for  giving  me  this  valuable  opportunity  to  present  this 
analysis  of  the  trends  of  political  development  in  the  People's  Republic  of  China  and 
their  implicationa  for  US.-China  relations. 

It  is  widely  recognized  that  a  cooperative  U.S.-China  relationship  serves  many 
critical  American  national  interests.  At  the  same  time,  however,  it  must  also  be 
recognized  that  important  differences  in  the  two  nations'  political  systems,  cultures 
and  values  have  been  a  major  source  of  friction  in  this  relationship.  Therefore,  one 
of  the  long-term  goals  of  a  healthy  U.S.-China  relations  is  to  reduce  these 
differences.  To  put  it  differently,  a  politically  sustainable  relationship  can  be  better 
maintained  when  internal  political  evolution  in  the  People's  Republic  of  China 
begins  to  narrow  these  differences. 

Many  critic*  of  China  and  of  the  U.S.  policy  of  comprehensive  engagement 
toward  China  have  argued  that  despite  rapid  economic  reform  and  growth  in  China 
in  the  last  two  decades,  there  is  little  movement  toward  political  opening  in  China. 
Such  critics  contend  that  human  rights  conditions  in  China  have  not  improved  in  the 
last  20  years  and  that  the  political  system  has  remained  a  totalitarian   one. 

These  assertions,  however,  are  contradicted  by  the  facts  and  evidence 
gathered  by  the  scholarly  community  that  show  a  slow  but  steady  process  of  political 
opening  in  the  People's  Republic  of  China.  Two  primary  forces  are  behind  this 
process:  an  emerging  internationally  oriented  market  economy  and  pressures  for 
political  opening  originating  from  within  the  Chinese  political  system  and  society. 

Of  course,  it  roust  be  admilted  thai  human  rights  conditions  in  China  arc 
below  the  prevailing  international  standards.  It  is  evident  that  much  improvement 
in  human  rights  is  needed  and  desirable  in  China.  While  we  recognize  the  need  of 
such  improvement,  there  is  wide  difference  as  to  the  most  effective  means  of 
improving  human  rights  in  China.  Based  on  historical  experience  worldwide  and 
mainstream  academic  theories,  sustained  improvement  in  human  rights  can  be 
gained  by  economic  modernization  and  political  liberalization.  Recent  experience 
in  most  developing  countries  also  shows  that  sustained  economic  modernization  is 
a  powerful  force  for  political  liberalization. 

In  the  case  of  China,  rapid  economic  development  in  the  last  two  decades  has 
not  only  raised  the  standards  of  living  for  average  Chinese,  reduced  poverty  on  a 
massive  scale,  and  opened  China  to  the  world,  but  also  gradually  improved  human 
rights  in  many  important  ways  and  become  a  considerable  force  for  political 
liberalization.  Indeed,  the  quiet  evolution  of  the  Chinese  political  system  has 
remained  an  untold,  but  significant,  story  of  contemporary  China.  Lei  me  briefly 
present   evidence    for  the   progress   in  these  important    areas:    human   rights   and 
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political  opening. 


I.  Economic  Liberali^ation   and  Improvement  in  Human  Rights 

As  a  result  of  the  government's  abandonment  of  the  radical  Maoist  ideology 
of  class  struggle,  the  level  of  political  repression  has  fallen  dramatically  since  the 
end  of  the  Cultural  Revolution  (1966-76).  According  to  academic  researchers  in 
China,  the  number  of  political  prisoners  has  been  greatly  reduced.  In  the  mid-1970s 
(during  the  dark  days  of  the  Cultural  Revolution),  political  prisoners  made  up  nearly 
30  percent  of  the  jail  population.  In  1980,  this  figure  fell  to  10  percent.  In  1989, 
political  prisoners  made  up  only  1  percent  of  the  jail  population  (the  increase  was 
mainly  due  to  the  arrests  of  pro-democracy  activists  in  the  aftermath  of  the 
Tiananmen  Incident).  In  the  mid-1990s,  it  is  estimated  that  about  two-tenths  of  a 
percent  (around  2,000)  of  all  jail  inmates  were  political  offenders.  Moreover,  the 
punishment  against  political  dissidents  has  also  been  put  within  certain  informal 
limits.  For  example,  death  penalty  against  political  offense  has  been  informally 
abolished;  jail  terms  fur  dissidents  have  been  capped,  in  most  cases,  under  seven  to 
eight  years. 

There  is  significant  progress  in  other  aspects  of  humaji  rights.  For  instance, 
basic  civil  liberties  such  as  the  freedom  of  travel,  employment,  and  residence  have 
expanded  greatly.  Hundreds  of  thousands  of  Chinese  citizens  have  emigrated, 
visited,  and  studied  in  the  West,  especially  the  United  States.  Tens  of  thousands  of 
Western  professionals  and  professors  have  taught  and  worked  in  China.  Tens  of 
thousands  of  Western  businesses  have  been  set  up  in  China.  A  beneficial  byproduct 
of  the  economic  opening  of  China  is  an  enormous  increase  in  the  availability  of 
information  for  the  Chinese  people,  from  both  internal  and  external  sources.  As 
someone  who  grew  up  in  China,  I  recall  the  days  when  one  billion  people  were  not 
allowed  to  listen  to  foreign  broadcast  (an  offense  punishable  by  long  jail  terms  in 
those  days)  or  watch  foreign  films  (all  Western  films  were  banned  during  the 
Cultural  Revolution).  Fortunately,  those  bad  old  days  are  history.  Today,  despite 
the  government's  attempts  to  control  the  flow  of  information,  the  Chinese  people  can 
gain  access  to  all  sorts  of  information  through  foreign  publications  (and  their 
Chinese  translations),  imported  foreign  films  and  videos,  contact  with  millions  of 
foreign  visitors,  and  the  Internet  The  flow  of  internal  information  has  also  become 
much  freer.  Today,  private  entrepreneurs  dominate  China's  book  retail  sector  and 
exercise  enormous  influence  in  the  print  media  (such  as  book  and  magazine 
publishing).  Media  discussion  uf  important  public  policy  issues  has  also  become 
considerably  freer  (although  most  journalists  refrain  from  directly  challenging  the 
political  dominance  of  the  Communist  Tarty).  A  limited  degree  of  liberalization  has 
also  occurred  in  the  electronic  media.  Television  programs  now  feature  sit-coms  that 
poke  fun  at  the  government  and  its  officials.  A  few  TV  series  even  explored  some 
of  the  politically  sensitive  topics  in  recent  Chinese  history  (i.e.,  such  as  the  forced 
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settleroent  of  urban  youths  to  the  countryside  during  the  CuJtural  Revolution). 

II.  "Creeping  Democrutization''   in  China 

Although  Deng  Xiaoping't  government  has  placed  an  exclusive  emphasis  on 
economic  reform,  limited  f>olitlcal  reforms  have  been  adopted  in  Chbia  in  the  last 
two  decades.  Although  such  reforms  have  not  fundamentally  changed  China  into  a 
modern  democratic  society,  they  constitute  a  welcome  beginning.  If  the  progress 
toward  political  opening  continues,  it  is  conceivable  that  the  pace  of  political 
liberalization   will  accelerate  in  China  in  the  early  part  of  the  next  century. 

Of  the  limited  political  refonns,  progress  so  far  has  been  more  noticeable  in 
three  areas:  the  strengthening  of  the  National  People's  Congress,  the  enhancement 
of  the  legal  system,  and  the  introduction  of  free  elections  of  village  governments  in 
rural  China. 

The  National  Pcot^le's  Conpiaa 

A  center-piece  of  political  reform  in  the  Deng  era  has  been  the  strengthening 
of  the  autonomy  of  the  National  People's  Congress  (NPC)  and  the  emergence  of  the 
NTC  as  an  important  player  in  the  decision-making  process.  A  key  factor  for  the 
growing  role  of  the  NPC  in  China's  lawmaking  process  was  the  decentralization  of 
power  that  was  part  of  the  general  trend  of  reform  in  the  last  20  years.  As  the  CCP 
relaxed  its  control  of  society  and  the  economy,  it  delegated  many  routine 
governmental   functions  to  specialized  agencies  that  are  separate  from  the  CCP. 

This  nominal  arrangement  of  f>ower  sharing  enhanced  the  legitimacy  of  the 
NPC  in  protecting  its  own  "turf"  Its  delegates  now  propose  new  legislation,  subject 
proposed  laws  to  lengthy  debate,  and  offer  amendments.  Although  the  NPC  has 
rarely  voted  down  a  law,  China's  lawmakers  can  force  substantive  revision  in  the 
contents  of  legislation  and  openly  voice  their  disapproval  by  voting  against  and 
refusing  to  vote  for  certain  legislation  as  a  form  of  political  protest.  Such 
assertiveness  was  clearly  demonstrated  in  the  passage  of  several  important  laws,  such 
as  the  Enterprise  Bankruptcy  Law  (1986),  the  Central  Bank  Law  (draft,  1995),  and 
the  Education  Law  (draft,  1995).  In  1993,  after  the  NPC  rejected  five  drafts  of  a 
company  law  written  by  the  ministries  under  the  State  Council,  it  then  wrote  its  own 
version  and  approved  it  in  December  1993,  marking  a  legislative  milestone  in  the 
NPC  history  l>ccause  this  was  the  first  law  exclusively  written  by  the  NPC,  and  not 
by  the  CCP  or  the  State  Council. 

The  NPC  and  local  people's  congresses  (PCs)  have  emerged  as  potential 
counter-weight  to  the  power  of  the  Communist  Party  as  these  legislative  bodies  begin 
to  have  an  influeiKC  in  the  selection  and  conQrmation  of  key  government  ofGcials. 
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In  several  provinces,  local  people's  congreste*  voted  down  the  noniinationi  of  senior 
provincial  officials  and  selected  candidates  not  endorsed  by  the  local  party 
organizations.  Af  a  testimony  to  the  changing  political  norms  in  China,  the  CCP 
accepted  such  outcomes.  In  the  March  1993  session  of  the  NFC,  a  third  of  the 
deputies  effectively  voted  against  the  nomination  of  CCF  Politburo  member  and 
Jiang  Zemin  protege,  Jiang  Chunyun,  to  be  one  of  the  vice-premiers. 

The  NPC's  1996  session  provided  new  evidence  of  the  institution's  Increasing 
asscrtivcncss.  As  a  display  of  their  dissatisfaction  with  the  government's 
performance  in  law  enforcement,  30  percent  of  the  NPC  deputies  voted  against  or 
abstained  from  supporting  the  report  given  by  China's  top  prosecutor  on  law 
enforcement  and  anti-corruption.  Nearly  20  percent  of  the  deputies  refused  to 
approve  the  report  given  by  the  chief  judge  of  the  Supreme  Court.  More  important, 
the  NTC  pushed  through  a  landmark  legal  reform  with  a  sweeping  revision  of  the 
1980  criminal  code.  Among  other  major  changes,  the  new  law,  which  would  take 
effect  on  January  1, 1997.  establishes  the  assumption  of  the  innocence  of  defendants. 
It  bans  the  police  from  holding  a  suspect  for  more  than  30  days  without  an  arrest 
warrant  (under  the  old  law,  administrative  detention  can  last  3  years).  The  new 
criminal  code  has  expanded  suspects'  rights  to  legal  counsel  by  allowing  them  to 
consult  a  lawyer  after  being  interrogated  by  the  police  (the  old  law  allowed  access 
to  legal  counsel  only  shortly  before  trial).  The  enacted  reform  measures,  if  fully 
implemented,  would  also  give  judges  more  power  and  permit  them  to  be  impartial 
referees  in  the  court  proceedings. 

The  NPC  has  also  gained  a  role  as  a  privileged  forum  for  voicing  public 
sentiment  and  redressing  individual  grievances.  As  mentioned  above,  an  increasing 
number  of  citizens  now  choose  to  contact  NPC  and  local  PC  delegates  to  make 
complaints.  Each  year  the  NPCs  central  office  receives  more  than  100,000  letters 
from  private  citizens  requesting  help.  Chinese  media  often  report  personal 
interventions  by  influential  NPC  members  in  cases  of  miscarriage  of  justice  by  the 
government. 

At  the  sub-national  level,  provincial  and  municipal  people's  congresses  have 
begun  to  guard  their  emerging  autonomy  by  nominating  their  own  candidates  as 
deputies  to  the  NPC,  rather  than  simply  accepting  those  designated  by  the 
government.  In  1988,  such  locally-initiated  nominees  made  up  about  IS  percent  of 
the  candidates  for  deputies  of  the  NPC.  There  were  also  reports  of  local  deputies 
abstaining  in  large  numbers  from  voting  for  government-designated  deputies  for  the 
NPC 

The  Changing  Legal  System 

China's  efforts  to  establish  a  system  of  law  through  extensive  legal  reforms 
since  the  late  1970s  have  been  extensively  studied  by  Western  scholars.    Although 


57 


the  leadership's  oiiglntU  intention  was  not  to  build  the  rule  of  law,  its  program  of 
limited  legal  rcformi  has  generated  a  considerable  momentum  toward  establishing 
legal  rules  and  norms  that  play  an  increasing  role  in  China's  political,  economic,  and 
social  activities.  In  sheer  numbers  of  laws  passed  by  the  NPC  in  a  given  time  period, 
China's  program  of  legal  reform  appears  very  impressive.  Between  1979  and  1992, 
the  NPC  enucted  more  than  600  laws;  provincial  and  local  people's  congresses 
passed  2,300  laws  during  the  same  period.  In  this  fast-paced  proceu  of  legislation, 
China's  law-writen  heavily  borrowed  from  Western  legal  doctrines,  concepts, 
frameworks,  and  technical  terms.  On  the  surface,  therefore,  many  Chinese  laws 
appear  quite  similar  to  Western  laws. 

The  real  difficuliy  of  establishing  a  rule  of  law  is,  of  course,  not  in  the  content 
of  the  law,  but  in  the  enforcement  of  the  law.  China's  progress  in  this  area  has  been 
fnistratingly  slow  because  its  record  of  enforcement  of  existing  laws  is  poor. 
According  to  the  ofDce  of  research  of  the  Supreme  Court,  of  the  302,497  commercial 
cases  adjudicated  by  the  courts  in  1993,  146,801  (about  SO  percent)  had  not  been 
enforced  at  the  end  of  the  year.  This  finding  was  consistent  with  other  estimates  that 
suggested  that  the  enforcement  ratio  of  court  decisions  was  about  50  percent. 

Despite  such  poor  enforcement  record,  China's  embryonic  legal  system  has 
had  a  subtle  impact  on  social  and  political  norms  and  public  awareness  of  their  legal 
rights.  This  has  resulted  in  a  form  of  public  legal  activism  that  bodes  well  for  the 
eventual  development  of  the  rule  of  law  in  China.  A  telling  case  in  point  here  is  a 
law  that  permits  Chinese  citizens  to  take  the  government  to  court  for  wrongful 
exercise  of  administrative  power.  Known  as  the  "Administrative  Litigation  Law,"  it 
became  effective  in  October  1990  and  marked  a  milestone  in  China's  legal  reform. 
Before  its  passage,  victims  of  abuse  of  power  by  Chinese  officials  had  no  recourse 
to  justice,  although  a  handful  of  bold  citizens  had  tried  to  take  the  government  to 
court  for  violations  of  their  constitutional  rights  Government  figures  show  that 
about  44,000  such  lawsuits  had  been  filed  by  private  citizens  between  1983  and  1990 
(averaging  about  10,000  a  year  at  the  end  of  the  1980i).  After  the  passage  of  the 
law,  the  number  of  lawsuits  filed  against  the  government  rose  dramatically,  reaching 
25,600  in  1991.  The  number  of  such  suits  filed  in  1992  and  1993  averaged  27.000, 
with  citizens  winning  about  20  percent  of  the  suits.  A  large  proportion  of  these  suiu 
brought  against  the  government  fell  in  the  category  of  the  defiiiition  and  protection 
of  private  property  rights  and  economic  freedom.  These  instances  suggest  that  such 
laws  have  provided  a  valuable  resource  for  ordinary  Chinese  in  asserting  their  civil 
and  economic  rights. 

The  most  pervasive  impact  of  China's  legal  reform  is  that  on  the  country's 
economic  activities.  In  an  unreformed  planned  economy,  laws  played  almost  no  role 
in  enforcing  contracts.  But  as  China  hurtled  toward  a  market  economy,  the  demand 
for  legal  enforcement  of  contracts  arose.  In  the  mid-1990s,  China's  courts  assumed 
a  central  role  in  adjudicating  economic  disputes.    In  1984,  the  legal  system  handled 


58 


only  90,000  catei  related  to  commercial  disputes.  By  1993,  the  number  had  riisen  to 
900,000.  Although  the  poor  enforcement  record  of  court  decisions  in  China  creates 
serious  doubts  about  the  exact  extent  to  which  property  rights  are  effectively 
protected,  the  removal  of  the  day-to-day  power  of  adjudicating  economic  disputes 
from  the  CCP  and  the  state  bureaucracy  to  courts  of  law  is  very  likely  to  create  a 
strong  institutional  incentive  for  these  organizations  to  build  and  defend  their 
autonomy  and  reputation,  initiating  a  process  of  transforming  a  system  of  law  into 
the  rule  of  law. 

Another  important  factor  for  the  gradual  development  of  the  rule  of  law  in 
China  has  been  the  rapid  growth  of  a  professional  legal  community.  The  number  of 
lawyers  rose  to  90,000  in  199S,  and  was  expected  to  exceed  1S0,000  by  the  end  of  this 
century.  In  199S.  this  community  formed  its  national  association,  the  AJl-China 
Lawyers  Association.  It  is  officially  independent  from  government  control.  As  a  sign 
of  its  autonomy,  the  association's  members  voted  out  the  ofTicials  of  the  association 
that  had  been  appointed  by  the  Ministry  of  Justice,  and  elected  a  new  slate  of 
candidates  chosen  by  the  members.  Some  members  of  China's  legal  community  have 
become  active  in  social  causes.  For  example,  the  Law  School  of  Wuhan  University 
has  set  up  a  "Center  for  the  Protection  of  the  Rights  of  the  Weak."  It  has  more  than 
40  members  who  are  the  school's  faculty,  graduate  and  undergraduate  students. 
They  perform  pro  bono  legal  work  for  ordinary  citizens  who  were  unjustly  treated 
by  the  legal  system  or  the  government.  They  have  gained  a  national  reputation  for 
defending  citizens'  rights.  In  one  case,  they  successfully  sued  the  police  in  Hangzhou 
for  illegally  detaining  and  searching  a  suspect,  and  won  a  700  yuan  judgment  against 
the  police.  They  also  defended  a  private  entrepreneur  wrongly  accused  of  sexual 
harassment  and  sentenced  to  hard  labor. 

The  above  signs  indicate  that  China's  evolving  legal  system  will  most  likely 
become  a  focal  point  upon  which  the  emerging  political  and  economic  forces  in 
China  -  politically  conscious  citizens  trying  to  defend  their  rights,  private 
entrepreneurs  seeking  to  protect  their  property  and  enforce  contracts,  and  opposition 
groups  attempting  to  challenge  the  regime  in  new  institutional  settings  -*  will 
converge. 

Eroerimentol  Democracy  in  the  VUlaeei 

In  the  1980s  following  successful  agricultural  reforms,  Chinese  leaders  became 
aware  of  the  vital  need  to  fill  the  political  vacuum  created  by  the  deterioration  of 
the  CCr  grassroots  organizations.  Although  the  first  local  rural  self-governing  body, 
the  village  committee,  was  organized  spontaneously  by  peasants  themselves  without 
any  support  from  the  government  and  the  CCP,  the  Chinese  leadership  immediately 
recognized  the  usefulness  of  such  self-governing  institutions  in  rural  China. 
Rejecting  the  options  of  re-imposing  the  tight  CC^  control  and  of  appointing  village 
officials,  the  government  endorsed  the  idea  of  allowing  rural  residents  to  elect  their 
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own  leaden.  Some  senior  CCP  leaders,  most  notably  Teng  Zhen  who  was  the  head 
of  the  NFC  In  the  early  1980t,  enthusiastically  promoted  self-government  in  rural 
China.  In  1982,  the  amended  Chinese  Constitution  granted  legal  recognition  to 
village  committees  as  a  form  of  local  civic  organization.  Peng  was  the  driving  force 
behind  the  passage  by  the  NPC,  in  November  1987.  of  The  Organic  Law  of  the 
Village  Committees  of  the  PRC,"  which  further  sanctified  the  legal  status  and 
administrative   functions  of  village  committees. 

In  terms  of  administrative  fuiKtiun,  the  village  committees  perform  the  role 
of  executive  councils  that  manage  day-to-day  affairs.  However,  the  newly  formed 
village  committees  frequently  are  faced  with  difficult  decisions  that  they  lack  the 
necessary  authority  to  make.  Therefore,  between  the  late  1980s  and  early  1990s, 
another  institutional  form  -  the  villagers  representative  assembly  -  was  adopted  to 
expand  political  participation  in  rural  China.  Such  assemblies  complement  the 
village  committees  and  provide  their  decision-making  with  a  higher  degree  of 
popular  legitimacy.  Elected  assembly  representatives  participate  in  the  most 
important  decisions  made  by  the  village  committee  (such  as  the  budget  and  major 
public  expenditures),  monitor  and  evaluate  the  work  and  performance  of  the 
members  of  the  village  committee.  Surveys  of  Liaoning,  Jiangsu,  and  Shandong  show 
that  an  average  assembly  consists  of  3S  representatives  (one  for  10-15  households), 
all  of  whom  arc  elected  together  with  the  members  of  the  village  committees  (Le., 
there  are  two  concurrent  elections,  one  for  the  village  coromillee  and  the  other  for 
the  representative  assembly).  By  1994,  a  government  study  estimated  that  at  least 
hair  of  the  Chinese  villages  had  elected  such  assemblies. 

This  form  of  rural  self-government  spread  quickly.  By  the  beginning  of  1985, 
the  government  reported  that  nearly  one  million  village  committees  had  been 
formed.  By  1995,  24  provinces  (out  of  30)  had  passed  local  legislation  on  village 
committees.  Despite  the  temporary  setback  following  the  Tiananmen  crackdown  in 
1989,  rural  self-government  continued  after  the  revival  of  economic  reforms  in  1992. 
According  to  a  report  by  an  American  mission  sent  to  observe  rural  self-government 
in  China,  more  than  90  percent  of  the  village  committees  were  formed  through  local 
elections  in  the  mid-1990s,  and  20  provinces  had  held  two  rounds  of  elections  by 
1992.  In  19%,  18  provinces  will  hold  the  third  round  of  village  elections.  In 
addition  to  encouraging  all  villages  to  hold  elections,  the  central  govcrrmient 
selected  63  counties  (comprising  3,917  towns  and  82,266  villages)  between  1990-95 
as  "demonstration  sites,'  which  received  more  technical  help  and  supervision  from 
the  Ministry  of  Ovil  Affairs  in  conducting  elections. 

Because  the  relative  short  history  of  this  experiment  in  self-government  and 
the  enormous  regional  variations,  it  is  difTicult  to  assess  its  impact  on  the  governance 
of  rural  China.  While  some  newly  elected  village  committees  performed  the  role  of 
local  government  effectively,  others  barely  functioned.  According  to  one  news 
report,  about    20  percent  of  village  committees  in  Fujian  were  "paralyzed  or  semi- 
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paraJyzed"  in  the  late  1980s.  In  villages  where  experimental  self-government  has  been 
succeiiful,  voter  turnout  was  high.  One  official  document  reported  a  turnout  rate 
of  90  percent  In  seven  provinces  sampled  by  a  study  team.  The  level  of  competition 
of  these  elections  differed  from  one  area  to  another.  While  some  elections  featured 
multiple  candidates  for  slots  on  the  village  committees,  others  were  hardly 
competitive.  One  report  showed  that  non-CX^F  candidates  won  about  30  percent  of 
the  elections  for  chair  of  village  committees  in  demonstration  jurisdictions  in  three 
provinces.  Many  (XP  incumbents  have  failed  to  be  re-elected.  In  the  1991  elections 
in  Fujian,  51  percent  of  the  11,930  directors  of  village  committees  were  members  of 
the  CCP. 

Although  no  comprehensive  study  has  been  carried  out  to  measure  the 
improvement  of  local  governance  as  a  result  of  the  introduction  of  self-government 
in  rural  China,  there  is  some  indication  that  this  institutional  innovation  may  offer 
a  viable  solution  to  the  decline  of  the  communist  party-state  in  the  countryside.  The 
Chinese  officiaJ  press  has  carried  numerous  reports  of  the  considerable  improvement 
in  law  and  order  in  those  villages  where  free  elections  have  been  held.  The 
management  of  village  Tmancc.  provision  of  social  services,  and  implementation  of 
government  policies  reportedly  have  also  improved  in  these  villages. 

This  bold  experiment  in  rural  self-government  represents  an  historic  step 
toward  democracy  in  a  part  of  China  where  nearly  80  percent  of  the  population 
resides.  Despite  its  slow  progress  and  flaws,  one  must  not  underestimate  the 
enormous  potential  of  this  institutional  innovation.  The  electoral  procedure  will 
gradually  gain  legitimacy,  and  the  electoral  cycle  can  constrain  the  exercise  of  power 
by  rural  officials.  A  higher  standard  of  local  governance  and  greater  transparency 
may  also  come  out  of  the  competitive  dynamics  of  elections.  This  process  may  have 
already  started  in  villages  where  the  experiment  has  taken  root.  Several  elected 
village  ofTicials  professed  that  they  remembered  the  number  of  votes  they  received 
in  the  last  election  and  knew  when  they  were  up  for  re-election.  The  trend  toward 
genuine  self-government   in  rural  China  seems  hardly  reversible. 


III.  Policy  Implications  fur  U.S.-China  Relations 

The  under-publicized  political  opening  in  China  discussed  above  provides  • 
strong  support  for  a  policy  of  comprehensive  engagement  toward  China.  If  anything, 
the  above  evidence  demonstrates  the  enormous  success  of  such  a  F>olicy  which  has 
been  undertaken  by  the  last  six  administrations.  Such  a  policy  has  not  only 
contributed  to  the  astonishing  economic  progress  in  China  in  the  last  20  years  but, 
when  pursued  with  renewed  vigor  and  strong  Congressional  support,  will  yield 
perhaps  even  more  rewarding  benefits  such  as  China's  continued  internal  political 
opening  and  greater  cooperation  with  the  U.S.  on  other  critical  issues. 
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It  is  well-known  that  U.S.-China  relations  nearly  collapsed  in  the  past  year 
due  to  conflicts  over  trade  issues,  human  righu,  and  Taiwan.  Fortunately,  recent 
efforts  by  Washington  and  Beijing  have  slopped  further  deterioration.  In  this 
respect,  the  Clinton  Administration  must  be  commended  for  supporting  China's 
MFN  status,  re-arfirming  America's  one-China  policy,  and  sending  National  Security 
Advisor  Anthony  Lake  to  China  in  July  for  the  Grst  high-level  exchange  in  the  last 
two  years.  Moreover,  the  decisive  vote  by  the  House  uf  Representatives  this  June 
against  revocation  of  China's  MFN  is  also  a  welcome  sign  of  an  emerging  bipartisan 
China  policy.  Finally,  China's  cooperation  in  reaching  treaty  on  banning  nuclear 
tests  also  signals  Beijing's  resolve  to  be  a  cooperative  player  in  the  international 
community. 

However,  it  must  also  be  recognized  that  although  U.S.-China  relations  have 
been  temporarily  stabilized,  ihcy  remain  fragile.  Many  important  issues  remain  to 
be  resolved.  If  left  unattended,  minor  disputes  can  fester  into  major  conflicts  and 
cause  new  ruptures  in  this  relationship.  Recognizing  that  a  rising  China  inevitably 
puses  many  challenges  to  American  foreign  policy,  one  must  be  realistic  enough  to 
understand  that  although  China  and  the  United  States  do  not  have  fundamental 
conflicts,  these  problems  are  diffkull  and  require  persistent  and  long-term  attention. 
One  of  the  most  glaring  gaps  in  recent  bilateral  relations  is  regularized  high-level 
exchanges  between  Washington  and  Beijing.  Such  exchanges  should  be  enhanced  to 
reduce  mistrust  and  misperception. 

For  the  short-lcrm  (following  the  elections  in  the  fall),  the  new 
Administration  and  incoming  Congress  should  seriously  consider  new  means  of 
engagement  with  China.  The  new  China  policy  must  address  the  most  fundaroenial 
issues  in  U.S.-China  relations.  They  are:  the  U.S.  respect  for  Chinese  sovereignty 
in  general,  and  rc-aflirmed  commitment  to  a  one-China  policy  in  particular;  China's 
commitment  lo  its  bilateral  treaty  obligations;  the  U.S.  declaration  uf  its  support  for 
further  integration   of  China  into  the  international   community. 

Of  these  three  challenges,  let  me  focus  on  the  first:  respect  for  China's 
sovereignty  and  U.S.  commitment  to  its  one-China  policy.  The  status  of  Taiwan  has 
been  the  most  difficult  issue  in  U.S.-China  relations.  The  rapid  decline  of  U.S.- 
Chino  relations  in  the  past  year  was  triggered  by  Taiwan's  Fresidcnt  Lee  Teng-hui's 
visit  to  the  U.S.  in  June  1995.  From  Beijing's  point  of  view,  President  Lee  has  been 
embarking  on  a  course  of  'creeping  independence*  in  the  last  few  years.  A 
centerpiece  of  President  Lee's  strategy  for  an  independent  Taiwan,  according  to  both 
leaders  in  Beijing  and  most  impartial  observers  of  U.S.-China  relations,  is  to  obtain 
American  political,  and  eventually  military,  support.  This  explains  the  harsh  reaction 
from  Beijing  to  this  ostensibly  private  visit. 

Moreover,  Congress'  handling  of  the  Taiwan  issue  in  U.S.-China  relations  is 
further  complicated  by  Taiwan's  extensive  and  effective  lobbying  on  Qipilol  Hill  and 
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China'i  poor  public  image  here.  It  is  conceivable  that  many  membcrt  of  Congrecs 
are  not  fully  aware  of  this  complicated  issue  and  iti  central  importance  in  a  viable 
U.S.-Chinu  relations.  According  to  one  poll  conducted  by  the  Wjrthlin  Oroup  in 
April  this  year,  only  46  percent  of  U.S.  lawmakers  said  that  they  were  highly  familiar 
with  China-related  issues.  It  has  also  been  reported  that  many  members  are  not 
familiar  with  the  terms  of  the  three  U.S.-China  joint  communiques. 

The  situation  is  very  different  on  the  other  side,  however.  As  a  legacy  of 
China's  humiliation  at  the  hands  of  foreign  powers  in  the  last  ISO  years,  Taiwan 
remains  one  of  the  most  emotional  political  issues  in  China.  All  Chinese  are  unified 
on  this  issue  and  support  their  govcmment't  policy  of  maintaining  China's 
sovereignty  over  Taiwan.  No  political  leaders  in  China  can  survive  if  Taiwan  is  lost" 
on  their  watch.  Thus,  it  would  be  irresponsible  to  treat  as  bluffmg  China's  warnings 
on  the  disastrous  consequences  of  an  open  declaration  of  independence  by  Taiwan. 
Any  third-party  efforts,  however  well-intentioned,  to  help  Taiwan  gain  its  statehood 
will  only  irreparably  harm  the  people  of  both  China  and  Taiwan. 

While  China  has  taken  an  unnegotiable  position  on  the  status  of  Taiwan,  it 
has  been  willing  to  maintain  the  status  quo.  Although  it  has  not  renourKed  the  use 
of  force  in  case  of  a  declaration  of  independence  by  Taiwan,  China  has  repeatedly 
underscored  its  goal  of  peaceful  reunification.  Before  the  visit  by  President  Lee  last 
year,  this  policy  had  yielded  significant  benefits  for  both  sides.  A  semi-oflkial 
dialogue  had  been  initiated.  Commercial  and  cultural  exchanges  were  booming. 
Although  one  cannot  condone  the  use  of  force  in  resolving  the  Taiwan  problem, 
most  knowledgeable  observers  of  China  and  Taiwan  agree  that  the  impetus  to 
change  the  status  quo  originated  in  Taipei,  not  Beijing.  Although  one  may  attribute 
such  impetus  to  the  personal  convictions  of  Taiwan's  leaders  and  p>opular  pressures 
from  an  increasingly  democratic  society,  the  fact  remains  that  efforts  taken  to  boost 
Taiwan's  international  status  have  done  enormous  harm  to  mainland  China-Taiwan 
relations  and  to  U.S.-China  relations. 

There  is  no  short-term  solution  to  the  Taiwan  problem.  Although  one  may 
hope  that  China's  internal  political  evolution  will  one  day  make  the  solution  of  this 
problem  easier,  in  the  short-term,  Beijing,  Taipei,  and  Washington  must  exercise 
utmost  self-restraint.  In  particular,  the  Administration  and  Congress  must  reach  a 
consensus  that  it  is  in  the  fundamental  interest  of  the  United  States  to  maintain  the 
status  quo  and  that  the  U.S.  should  oppose  any  unilateral  elTort  to  alter  it. 

Therefore,  a  top  priority  for  the  U.S.  government  is  to  re-affirra  its  one-China 
in  strong  and  explicit  terras.  Given  the  importance  of  the  U.S.-China  relations  to 
world  peace  and  prosperity,  the  new  administration  and  Congress  should  give  serious 
consideration  to  the  annunciation  of  a  new  set  of  principles  governing  U.S.-China 
relations.  Secretary  of  State  Warren  Christopher's  important  speech  on  U.S.  policy 
toward  China  in  May  this  year  embodies  several  key  elements  of  such  principles  and 
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should  provide  o  basic  framework  for  a  new  U.S.-China  joint  communique  on 
bilateruJ  relations.  Hrcliminary  efforts  should  be  made  quickly  to  explore  the 
possibility  of  such  a  joint  communique,  which  should  be  ideally  ready  for  signing  in 
one  of  the  summit  meetings  in  the  next  year  or  so. 

In  addition,  the  new  China  policy  must  regularize  high-level  exchanges 
between  the  Administration  officials  and  their  Chinese  counterparts  and  broaden 
exchanges  between  the  legislative  and  judiciary  branches  of  the  two  countries.  More 
specifically,  it  will  be  extremely  helpful  for  Congress  to  establish  a  channel  to 
China's  nascent  parliament.  More  members  of  Congress  should  be  encouraged  to 
visit  China  to  gain  a  deeper  understanding  of  the  enormous  challenges  facing  that 
country.  With  the  cooperation  from  Beijing,  technical  assistance  may  be  provided 
to  rural  self-government  and  the  improvement  of  the  legal  system  to  help  Sf)eed  up 
the  pace  of  political  modernization  in  China. 

Mr.  Chairman,  whether  a  cooperative  U.S.-China  relationship  can  be  restored 
and  sustained  requires  efforts  from  both  sides.  If  I  were  given  a  similar  opportunity 
to  present  my  views  to  the  Chinese  leadership,  I  would  strongly  urge  them  to  do 
their  part  to  improve  this  relationship.  I  am  sure  that  hearings  such  as  this  will  send 
Beijing  a  strong  signal  that  Congress  will  be  willing  to  work  with  the  Administration 
to  maintain  a  stable  relationship  with  China.  Let  me  again  thank  you  and  members 
of  the  committee  for  conducting  this  hearing. 
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